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FEDERAL HOUSING ADMINISTRATION AND VETERANS’ 
ADMINISTRATION FISCAL STATUS 


TUESDAY, FEBRUARY 28, 1956 


Untrep Srates SENATS; 
ComMITTER ON BANKING AND CURRENCY, 
SuBcoMMITTER ON HovsIne, 
Washington, D. C. 

The subcommittee met, pursuant to call in room 301,'Senate Office 
Building, at 10:10 a. m., Senator John Sparkman, chairman of the sub- 
committee, presiding. 

Present: Senators Sparkman, Lehman, Capehart, and Payne. 

Senator SPARKMAN. Let the committee come to order, please. 

Let me say some time ago Senator Capehart in a meeting of the 
committee made the suggestion and expressed the desire that we hear 
testimony from the Federal Housing Administration and the Veterans’ 
Administration in regard to the fiscal positions of their respective pro- 
grams. We are interested in determining the amount of contingent 
liability incurred by each agency, the strength of their reserves, and 
their profits and losses, if any, under each of the presently active pro- 
grams, and related matters. 

We have Mr. Mason here from the FHA; and Mr. Stone, Deputy 
Administrator for Veterans Benefits, and Mr. Sweeney, Director of 
the Loan Guaranty Service of the Veterans’ Administration. I under- 
stand both Mr. Stone and Mr. Sweeney have a luncheon engagement 
that they will have to be getting to, so if there is no objection we will 
hear from the Veterans’ Administration first. Is that agreeable to 
you, Mr. Mason? 

Mr. Mason. It certainly is, sir. 

Senator Sparkman. Then, Mr. Stone, will you and Mr. Sweeney 
and any of your associates you may want with you come up around 
the table? Do you have a statement, Mr. Stone? 


STATEMENT OF RALPH H. STONE, DEPUTY ADMINISTRATOR FOR 
VETERANS BENEFITS, ACCOMPANIED BY THOMAS J. SWEENEY, 
DIRECTOR, LOAN GUARANTY SERVICE, VETERANS’ ADMINIS- 
TRATION 


Mr. Srons. Mr. Chairman, I have a statement and we will give 
copies to each of the members of your committee and I will read the 
statement for the record. 

Senator Capenart. Will you yield a moment? Does your state- 


aaa m7 how much contingent liability there is, and how much the 
oss is 
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Mr. Strong. Yes, sir. 

Senator Caprenart. It is a money report? 

Mr. Strong. Yes, sir. 

Senator SparKMAN. All right, Mr. Stone. You may proceed. 

Mr. Strong. Mr. Chairman, it is a pleasure to have the opportunity 
to present a statement to your committee concerning the financial 
record and results to date of the two principal loan programs which 
the Veterans’ Administration administers. With your permission 
I would like to present a narrative summary, first, of the fiscal status 
of loan guaranty activities and, second, of the direct-loan program. 
Detailed financial tables of both programs are appended for the record. 


I. FISCAL ACCOUNTABILITY OF THE LOAN-GUARANTY PROGRAM 


The guaranty of loans by the Veterans’ Administration creates a 
contingent liability of the Government, in accord with the terms of 
each individual contract of guaranty. The percentage of guaranty 
remains constant and the amount of the effective guaranty is reduced 
as the loan is repaid. However, when need for foreclosure arises, 
claims are filed by lenders under the guaranty contract, and the 
contingency becomes a reality. 

Contingent liability record: During the more than 11 years of 
loan-guaranty activity until the end of December 1955, VA processed 
over 4% million loans of $33,800,000,000 original principal on which 
the intial guaranty liability was nearly $18,300,000,000. 

Senator Caprnart. What is the difference between the $33 billion 
and $18 billion? 

Mr. Sronez. 60 percent total. We guarantee up to 60 percent of 
the total mortgages. 

Senator CapeHART. You guarantee up to 60 percent? 

Mr. Strong. Yes, sir. 

Senator SparkKMAN. All right. 

Mr. Srone. We estimate that the contingent liability of the 
Government on the loans outstanding at the end of 1955 was about 
$13,700,000,000. The difference is due to three things: First, loans 
now paid in full were originally guaranteed for $2,400,000,000 ; second, 
loans terminated because of default were peoally, aranteed for 
almost $100 million; third, the guaranty liability of loans still out- 
standing has been reduced by $2,100,000,000 because of principal 
repayments. 

Reduction of contingent liability: Each year, the contingent liability 
of VA is reduced by these 3 elements and is increased by the amount 
guaranteed on new loans. Different forces are at work to control the 
rate at which each of the 3 reducing elements operate. It has long 
been recognized that many home loans are paid in full before their 
stated maturity, most frequently when houses are resold and pur- 
chasers arrange new financing. While the GI loan program has not 
been operating long enough to develop its own experience on which 
forecasts of future paid in full loans can be made, some studies have 
indicated that the average loan may prove to have a life of about 12 
years. Whenever the general tempo of the real-estate market for 
existing houses picks up, the rate of loans paid in full usually does tou. 
Similarly, during periods of long sustained prosperity and high levels 
of personal savings, mortgagors may be prone to apply more money 
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to debt reduction than their contracts require. Loans terminated as 
a result of insoluble defaults have been quite few, and their ratio to 
loans outstanding has been declining during recent years. 

Effect of loan maturities on debt reduction: The overall rate of 
reduction of the contingent liability on loans being repaid on schedule 
depends on the average period of loan maturity. In the earlier years 
of the program, this period averaged about 20 years, and while we 
have not developed tabulations of year-to-year trends, the present 
average maturity is in the neighborhood of 25 years. The effect of 
the difference may be illustrated thusly: The monthly payments on 
a 20-year, 4%-percent loan, are $6.33 per $1,000 of original principal, 
and the corresponding amount for a 25-year loan is $5.56. At the 
end of the third year, the unpaid balance remaining of the original 
$1,000 would be $901 for a 20-year loan, and $930 for a 25-year ant 
after the tenth year, the balance remaining would be $610 on a 20- 
year loan and $726 on a 25-year loan. Thus, the contingent liability 
of a 25-year loan closed today will be reduced by about 28 percent 
in 1966; by 70 percent in 1976, and by 100 percent in 1981, if it is not 
repaid in full beforehand. 

Effect of foreclosures on loan guaranty record: Loans terminated 
as a result of foreclosure have been quite few and the ratio of defaults 
to loans outstanding has been declining during recent years. On the 
basis of the current and prospective economic outlook, it is to be 
expected that the rate of loans terminated because of foreclosures 
should remain small, with a concurrent low rate of money outlay for 
claim payments to lenders. 

Appropriated funds employed: Claims that have been filed in con- 
nection with insoluble defaults during the first 11 years of the program 
have required an initial outlay of $77% million; in addition, VA has 
employed $86,800,C00 to acquire and manage security properties and 
liens in its salvage activities. Thus, a total of $164,300,006 of 
appropriated funds have been spent as a result of actions stemming 
from the guaranty contract and ensuing security liquidation; 
$59,100,000 has been realized thus far from the salvage activities 
and returned to the Treasury, leaving $105,200,000 to be accounted 
for. Assets on hand presently have a book value of $112,800,000 
and are comprised of —— 

Senator CapenarT. Will you yield a moment? You say in that 
paragraph: 

Claims that have been filed in connection with insoluble defaults during the 
first 11 years of the program have required an initial outlay of $77% million; 
in addition, VA has employed $86,800,000 to acquire and manage security prop- 
erties and liens in its salvage activities. 

I do not quite understand that. 

Mr. Sweeney. Senator, could I explain when we pay a claim 
under our guaranty, and we feel there are equities in the property, we 
will pay the claim and tell the lender he will have to bid in his property 
at a specified price. Usually that is based on the appraised value of 
the property. Then we tell the lender to go ahead and foreclose 
and state to the lender he should either retain that property and 
refund the original claim paid, or we will take the property over. 
Many lenders ie not like to have to build up a real-estate department, 
and in many cases they will elect to convey the property to the 
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Administrator, in which event we will,pay him the total amount of 
the loan, plus foreclosure costs and other legal expenses. 

In other words, we are purchasing the property from the lender with 
tue idea that we could turn around and sell that at the top dollar, so 
that we could recapture some of the original claim payment. So what 
we have done is if we felt—we paid the claims of $77 million and we 
felt there are values in these securities, and by virtue of the additional 
expenditure of the $86 million we could recapture a high percentage 
of the $77 million. Otherwise it will have gone by the board. 

I have to report at this time—— 

Senator Caprnarr. It looks like you spent $86 million and got back 
$59 million. 

Mr. Sweeney. Oh, no, sir. We spent $164 million but through our 
liquidation we already returned to the Treasury $59 million. : 

Senator CareHart. You say up here you have claims of $77% 
million. 

Mr. Sweeney. Yes. 

Senator Capenarr. But you spent $86 million, it looks like to me 
in handling $77 million worth of claims. 

Mr. Sweeney. If I may explain, Senator, that additional expendi- 
ture of $86 million was expended for the purpose of acquiring real 
estate, the properties, from the lender, so that we could recapture a 
good percentage of that $77 million. In other words, if I paid out $1 
for a claim and other equities over and above that claim—if there is 
some percentage of 50 or 60 percent above—— 

Senator CapreHart. What do you do if a man is in default? You 
take his home, do you not? 

Mr. Sweeney. No. We pay the claim to the lender. 

Senator CaprHart. You pay off the lender? 

Mr. Sweeney. Yes, sir. 

Senator Capenart. The mortgagee, or insurance company, or what- 
ever it is? 

Mr. Sweeney. That is right. 

Senator CapeHnart. That is only for the unpaid balance? 

Mr. Sweeney. No, sir. We pay him the amount. The loan may 
be $10,000 and the guaranty is $6,000. We pay him $6,000. . But we 
tell that lender that based on the valuation of the current property 
he would have to bid that property in for $9,500. At the time we tell 
him to foreclose, he will go in and bid that property at $9,500. If itis 
a third party he may go higher. 

Now, most lenders, if they elect to keep that property, then you 
refund the $6,000. On the other hand, if they do not wish to retain 
that property we will pay you the balance of $4,000 plus cost. Then 
the Administrator takes title to the property. 

or en Capenart. Do you have authority under the law to do 
that? 

Mr. Sweeney. Yes. Under the Servicemen’s.Readjustment Act. 

Senator Capenart. What is the advantage in doing it that way? 

Mr. Sweeney. If we did not have that and just paid the claim 
and did not look to the security to recapture part of it, then the $77 
million would be a direct expenditure and loss to the Government. 


We feel under our experience here certain of these real es 
have equities or values in there, and we feel by the sdditionsbeamendie 
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ture as we are now proceeding we can recapture a higher percentage 
of that claim, and it has been very effective. 

Senator Caprnart. You have 60 percent in the guaranty? 

Mr. Sweeney. Yes. 

Senator Cargpnart. And the purchaser has 40 percent? 

Mr. Sweeney. Yes. 

Senator Capenarr. And you say you will take over because you 
have 60 and he has 40. If you converted it the other way around 
he would take over? 

Mr. Sweeney. That’s right. 

Senator Capenart. Depending on circumstances. 

Mr. Sweeney. That is right. 

Senator SparKMAN. Is it not true that the $89 million you have 
spent would involve both the $51 million you have already recovered 
and the $112 million you still have on hand? In other words, the 
expense is incurred in handling all of those assets, is it not? 

Mr. Sweeney. I think you are referring to what comprises the 
total expenditure; $112 million is assets on hand, and $59 million is 
returned to the Treasury. 

Senator SparKMAN. Oh, $59 million is returned to the Treasury? 

Mr. Sweeney. That is right. 

Senator SpaARKMAN. But the point I am trying to get at is the 
expenditures you have made covered the properties you already com- 
pletely disposed of, and also the $112 million you still have on hand. 

Mr. Sweeney. Yes, sir. That is right. 

Might I add, Mr. Chairman, on the other hand if we were to pay 
these claims and protect the Government’s interests with respect to 
this guaranty, if we did not develop this procedure we might have to 
have many findnads of employees bidding at these particular sales. 
Under the contract of guaranty we make a provision of this type of 
arrangement with the lender. We do not like to have would-be curb- 
stone brokers out there making dollar bids on the property and dis- 
sipating any equities that may be accruing either to the lender, the 
veteran or ourselves. We think we have capped this, and since the 
market has been on a fairly stable level we feel we can recapture a 
good many of these dollars that have been paid out on the claim 


sa, ong 
r. Srone. Assets on hand presently have a book value of $112,- 
800,000 and are comprised of— 
(a) real estate owned, valued at $18,500,000; 
(6) loans and installment purchase contracts held, with bal- 
ances of $68,200,000; and 
(c) personal liabilities of $26,100,000 payable by veterans and 
other endorsers of defaulted loans. 

Income, expenses and losses: A considerable amount of income is 
realized from those assets. Thus far, income in the form of interest, 
earnings, rentals, and profits from the sale of real estate exceed $20 
million. However, this is not clear income, as there are necessary 
expenses incurred in the management and liquidation of the various 
assets; selling and management e ses of acquired real estate has 
cost $8,800,000, and the writeoff of liability of those veterans who are 
deceased, have gone through bankruptcy, or have had their liability 
extinguished for one reaso. or another, account for $3,600,000. Thus, 

74480562 
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the total amount of expenses and losses realized to date is $12,400,000, 
leaving a net excess of income above expenses and losses of $7,600,000. 
This is also the amount by which the book value of assets on hand 
exceeds the net expenditures of appropriated funds to be accounted for. 

Collection on personal liabilities: In presenting this financial ac- 
countability data, it would be improper to leave the impression that all 
of the $26,100,000 of the personal liability of veterans and other 
endorsers of veterans’ loans is expected to be collected. When it is 
found that reasonable collection efforts by the Veterans’ Administra- 
tion are unlikely to be productive, the cases are referred to the General 
Accounting Office as uncollectible, and $15,800,000 of such accounts 
has already been so referred, leaving $10,300,000 of reasonably active 
accounts. . It may interest the committee to know that during the 
course of years, over $11.5 million has been collected by the Veterans’ 
Administration on liability accounts. These collections come from— 

(a) further liquidation of security property lenders; 

(6) voluntary repayments by veterans; 

(c) withholdings of other veteran benefit payments; and 

(d) interest collected on liability accounts fully liquidated. 

More than $3% million has been collected to date from each of the 

sources mentioned in (a), (6) and (c), preceding. 

Income sources: More than half of the income is derived from 
interest on mortgage loans and installment contracts which are 
acquired in connection with the sale of real estate for less than all 
cash. Since these installment contracts are mostly written on a 
long-term basis, there is a prospective continuing income source that 
will undoubtedly continue long after the period of exposure to loans 
under the guaranty contract has expired. VA has offered to sell the 
mortgage loans held in its own portfolio to private lenders at par 
(without the accompaniment of a VA guarantee), but thus far rela- 
tively few sales of such loans have been made. 

Did you have any questions on the loan guaranty section at all at 
this time, or do you want me to finish and go on to the questions 
afterwards? 

Senator CaprHarr. Will you turn to your tables at the back—the 
one entitled “‘Result of Liquidation of Assets and Operations.” Is 
that $7 million the total losses you have sustained? 

Mr. Sweeney. From a bookkeeping standpoint, Senator, that is 
a purported profit, but as we explain in the statement we have the 
veterans liability accounts of some $26 million. If we were to write 
those off in effect so far today we would have about a $19 million loss. 

Senator CaPeHart. $19 million? 

Mr. Sweeney. Yes. 

Senator CaprHart. How much has the Veterans’ Administration 
program cost the taxpayers to date? 

r, Sweengy. The administrative expense about 11 times $12 
million as an average. We paid out in gratuity payments about $400 
million. That was 4 percent in lieu of interest po the first year, 
but that was terminated by the appropriations committee the last 2 
ers That money was applied to the loan account and did reduce 

e loan. 

As far as the guaranty program, I would say the cost to date would 
be around $19 million direct loss of appropriated funds if we were 
to write off the accounts, and I am assuming we would recover most of 
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these receivables. That is dollarwise. If you were to add on to the 
administrative costs allowed for the general overhead of the Veterans’ 
Administration, the rent and all housekeeping services, I would add 
maybe another 20 or 25 percent to the $132 million of direct admin- 
istrative costs, and [ would assume it would average out for the proces- 
sing, claims, or losses on that, which would be something like $30 a 
loan application, if my figures are correct. 

Senator CaPEHART. at is the total loss or cost to the taxpayers 
in dollars and cents? 

Mr. Sweeney. The administrative costs 

Senator Capenart. No. I want the total. What does it cost the 
American taxpayer, or what has it cost up to December 31, 1955, to 
run this whole Votirans Administration program? 

Mr. Sweeney. About $550 million. 

Senator Caprnart. It has cost them $550 million? 

Mr. Sweeney. Yes, sir. 

Senator CapreHart. Now let us see. We started in what year? 

Mr. Sweeney. June 1944. The first loan was made in November 
1944. 

Senator Capenart. June 1944. And the total cost to the American 
taxpayer is $550 million? 

Mr. Sweeney. Yes. 

Senator Capruart. That is every conceivable cost? 

Mr. Sweeney. That is right. To date. 

Senator Capsnart. That is general administration, housekeeping, 
losses, and so forth? 

Mr. Sweeney. And gratuity payments that were made, 

Senator Capenart. The total? 

Mr. Sweeney. That is right. 

Senator Capenarr. In other words, the program has cost the Ameri- 
can taxpayer $550 million? 

Mr. Sweenery. That is right. 

Senator SparRKMAN. Is that a net loss? 

Mr. Sweeney. That is right. It is net expenditures to date. 

Senator SparKMAN. Do you have any assets? 

Mr. Sweeney. Yes, sir. 

Senator Sparkman. Is there any income as against that, or are 
there any assets? 

Mr. Sweeney. On the guaranty program we have currently today 
about $112 million worth of assets. 6 are—— 

Senator Sparkman. Right there, if you collected all of that, and 
we know, of course, you will not, will that come off the $550 million? 

Mr. Sweeney. No. 

Senator CaprHart. May I ask Mr. Mason back there, do you know 
off hand what it has cost the American taxpayer to operate FHA? 

Mr. Mason. te A 

Senator Cappnart, Nothing? Have you made a profit? 

Mr. Mason. We have reserves set aside. 

Senator Carrnart. In other words, the cost to the American 
taxpayer of FHA is zero, Have you made a profit? 

Mr. Mason. We have around $450 million worth of reserves. 

Senator CapgeHart. $450 million. But that is to cover the con- 
tingencies of how many billions of dollars worth of mortgages? 

Mr. Mason. About $20 billion. 
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Senator Caprenart. In other words, if the $20 billion worth of 
mortgages all paid out 100 percent then you would show a profit of 
$450 million, Is that right? 

Mr. Mason. Yes, sir. 

Senator Carrnart. Is that a correct statement? 

Mr. Mason. That is right. 

Senator Capgenart. So it has not cost anything, but VA cost the 
taxpeyers $550 million? 

Senator Payne. I think it should be made clear they are not 
identical programs. 

Senator Caprnart. I understand that. 

Senator SparKMAN. And let us keep in mind the principal item of 
cost has been the gratuities which Congress voted. 

Senator Capenart. I am not trying to criticize, but just trying to 
be factual with one thought in mind: That as a result of this Congress 
might want to take into consideration putting the Veterans’ Admin- 
istration maybe on a basis where it would cost the taxpayers less 
money. 

Senator SPARKMAN. Let me ask you this again: How much did the 
gratuities amount to? 

Mr. Sweeney. $403 million. 

Senator SpARKMAN. Out of $550 million, $403 million were gra- 
tuities and we discontinued them 2 years ago? 

Mr. Sweeney. Yes. 

Senator SparkMAN. That has been corrected then. 

Senator CarpeHart. On the basis on which you are operating at 
the moment, is it costing the taxpayers any money? 

Mr. Sweeney. Oh, yes, sir. Our present administrative expenses, 
I think for this year will amount to around $17 million. That is the 
direct processing in both central and regional offices. We have a 
potential of claim payment, that will vary netwise. I imagine for 
this fiscal year it may cost maybe a million and a half or $2 million. 

Senator Caprenart. But outside of the gratuities of $403 million, 
which Congress itself is responsible for, then the balance would be 
$145 million? 

Mr. SwEeneEy. $147 million. 

Senator CapenArr. I thought you said you lost $550 million, 
Would that $145 million balance be over 10 or 11 years? More likely 
it would be 12 years, so it would be about $12 million a year. 

Mr. Sweeney. About. 

Senator Capenart. That is $12 million a year and there is no way 
we can eliminate that and be fair and equitable to the veteran. 

Mr. Sweeney. Well, sir, I think that would be a matter for the 
Congress to decide as to whether they want the Veterans’ Adminis- 
tration to continue administering this title and have the Government 
absorb that cost. If there is any thought given to having the veteran 
contribute to that processing expense, I assume for all practical 
matters it could mitigate it. 

Senator CaprHart. The reason why FHA has not cost the tax- 
payers any money is because they charge a fee for the processing of the 
application. 

Mr. Sweeney. That is right. 

Senator Capenart. And you do not? 

Mr. Sweeney. That is right. We make no charge. 
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Senator CapeHart. So that the fees FHA has charged have been 
sufficient to cover all of their expenses? 

Mr. SwEENEY. I presume so. 

Senator Capenart. And the insurance fee has built up a reserve 
fund of $450 million. 

Mr. Sweeney. That is right. 

Senator Carpenart. You do not have an insurance reserve? 

Mr. Sweeney. No, sir. 

Senator Capenart. And you have no fees? 

Mr. Sweeney. No, sir. 

Senator Capenarr. In lieu of that it comes out of a direct appro- 
priation? 

Mr. Sweeney. That is right. 

Senator Capenartr. Would you recommend putting it on a basis 
on which it can stand on its own feet? How unfair would it be to the 
veteran? 

Mr. Sweeney. Well, Senator, I am not prepared this morning to 
state whether it would be the wish of the Congress to adopt that or 
not as a matter of practical business purposes. 

Senator Capenart. I am not saying 1am recommending it. I am 
simply discussing it with you. 

Mr. Sweeney. As a matter of solely and practical business pur- 
poses, if the service is rendered by the Government, regardless of 
what amount it is, I would think that maybe they should reimburse 
the Government. 

Senator Capenarr. | just bring it. up as a matter of discussion and 
not recommendation, at the moment. 

Senator Payne. Let me ask you this 

Senator Capenart. Because the veteran is the same kind of tax- 
payer as the nonveteran, In the final analysis he pays taxes just the 
same as a nonveteran. 

Senator Payng. But would it not be showing rather poor faith to 
the veteran who has been granted this type of program and has looked 
forward to it over the years, for us now suddenly to change the pro- 
cedure? 

Senator SpaRKMAN. May I offer a suggestion? 

Senator Carpenart. [ am not saying we should do it, but 1 am just 
wondering 

Senator SparKMAN. Let me offer this suggestion, that it really goes 
to a basic part of the GI bill of rights. 

Senator Payne. That is right, 

Senator SparKMAN, As a matter of fact, is it not true that all of 
the insurance is carried with the administrative expense paid for by 
those speropnsvane! 

Mr. Stone. Yes, sir. 

Senator SpARKMAN, And various other GI programs? 

Mr. Sweeney. Compensation. 

Senator SpaARKMAN. Those are the only two business programs— 
howaine. snd insurance. 

WEENBY.. Yes, sir. 


Senator SpaRKMAN, And in both of those instances, even dating 
back to World War I, we have paid the administrative expense out of 
Gaspenment appropriations. Is that not true? 


Mr. Stone at is right. 
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Senator CaprHart. I think that has been the general practice. 

Senator Lenman. What has been the total dollar value of the 
loan processing? 

Mr. Stone. Dollar value? $33 billion. 

Senator SPARKMAN. Have you a copy of the statement? 

Senator Lenman. Yes, I have. 

Senator SpARKMAN. It is given on the first page. 


Are there any more questions before we go to the next phase? 
All right, Mr. Stone. 


II. FINANCIAL SUMMARY OF THE DIRECT LOAN PROGRAM 


Mr. Stons. The direct loan program—in contrast to the guaranteed 
and insured loan “wip, cory been set up on a basis which is roughly 
comparable to the operations of a private corporation engaged in 
making mortgage loans. 

Fund authorization: Pursuant to the Housing Act of 1950, the 
Veterans’ Administration was authorized to “borrow” up to $150 
million from the Treasury for making direct loans. Subsequent 
legislative actions have authorized additional advances from the 
Treasury Department, at rates ranging from $25 million to $50 million 

er quarter, and have placed the direct loan program on a revolvin 
und basis, so that the proceeds of direct loan sales and principa 
repayments may be reinvested in direct loans. 

Source and uses of funds: By the end of December 1955, the 
maximum amount available for making loans totaled nearly $640 
million. Of this total, $533,700,000 had been advanced by the 
Treasury Department, $45,300,000 had been derived from the sale 
of direct loans to private investors, and $61 million had been returned 
to the fund from other principal repayments, including regular amorti- 
zation payments as well as prepayments. 

Of the $640 million which had accrued to the direct loan revolvi 
fund, $520,100,000 had been disbursed for making direct loans, ais 
$36% million had been committed for loans in process. The re- 
mainder—some . $83,400,000+-was available for making additional 
direct loans. 

Interest paid and charged: As I indicated earlier, our operations 
during the 5% years since the direct-loan program was authorized 
have been roughly comparable to the operations of a private lending 
institution. We obtain funds for investment, pursuant to congres- 
sional authorization, from the Treasury Department, and pay interest 
on the funds. thus obtained at a rate determined by the Secretary of 
the Treasury. During that period, the cost of funds to VA has 
ranged from 1% percent to 3 pereent, with an average cost of approxi- 
mately 2% percent. When this money is invested in mo thane, 
the borrower is required to pay interest to the Veterans’ Adminis- 
tration on the outstanding balance of his loan, at a rate determined 
pursuant to the enabling legislation. From the beginning of the pro- 
gram in July 1950 until June 30, 1953, direct loans bore an interest 
rate of 4 percent. All direct loans approved since June 30, 1953, 
require interest payments at 4% percent. The spread between the 
interest paid by VA to the Treasury and the interest received from 
veteran borrowers has been enough to cover our direct costs in origi- 
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nating loans, pay the few losses we have had, and to establish a 
substantial reserve for future losses. 

Year-end status of loans: By the end of December 1955, the Veter- 
ans’ Administration had closed and fully disbursed 72,485 direct loans 
with an original principal of $518.7 million. Of this total, 9,209 
loans or 12.7 percent had been terminated—2,260 or 3.1 percent by 
repayment in full; 6,742 or 9.3 percent by sale to private investors; 
and 207 loans or 0.3 percent had been foreclosed or voluntarily con- 
veyed. As a result, there were 63,276 direct loans outstanding 
at the end of 1955. These loans had an original principal amount of 
$454,200,000 but repayments on these loans had reduced the oustand- 
ing balance to $412,800,000. Thus far, we have received interest 
income of $42,600,000 on mortgage loans outstanding as well as a 
small amount of miscellaneous income from other sources, bringing 
our total Income to $42,800,000. Our principal expense has been 
interest payments to the United States Treasury, which totaled 
$22;400,000. The next largest expense item is $2,200,000 for payment 
of fees to private attorneys employed by VA to handle the closing 
of direct loans. Adding in the losses to date on loans foreclosed 
($46,000) and the property management and miscellaneous expenses 
($74,000), we arrive at our total expenses and losses to date of 
$24,700,000. 

Reserve for expenses and losses: The excess of income from direct 
loans over the expenses incurred to date constitutes a reserve for future 
expenses and losses: At the end of 1955, this amounted to $18,100,000, 
and-was equal to 4.4 percent of the outstanding balances of loans in 
force at that time. This money is held by the ieacaey Department 
as a cash reserve for direct loans. The value of the properties 
securing direct loans is substantially greater than the loan balances 
remaining. A substantial share of the loans were made with an 
initial downpayment, and monthly payments have served to build up 
further equities for the veteran owners, as have any applications of 
value in real estate. While exact data on current security values are 
not available, it is reasonable to estimate that on the average for all 
direct loans, equities amount to at least 20 or 25 percent above loan 
balances. 

Senator SparKMAN. In the last few words of the sentence above 
that you read, ‘as have any applications of value in real estate,” 
you mean appreciations, do you not? That is, an increase in value? 

Mr. Strong. Yes. Itshould be “appreciations.” 

Operating costs and losses: The foregoing figures do not reflect 
the full cost to VA of operating the direct loan program. Since the 
same people in our regional offices frequently work part time on 
the direct loan program and part time on the guaranteed and insured 
loan program, we do not believe that it is féasible to maintain a 
sufficiently detailed cost accounting system to permit the chargin 
of salaries and administrative expenses against the income receiv 
from direct loans. However, we have made some studies which 
indicate that the salaries and administrative costs of the direct and 
guaranteed loan programs combined have amounted to approximately 
$25 perloan. It is prebable that somewhat more time is consumed per 
loan in the processing of direct loans than would be true of guaranteed 
loans. The losses to date on the direct loan program have been 
minuscule, and as indicated above, amount to only $46,000. 
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Outlook for direct loan program: I believe that the foregoing sum- 
mary indicates that the direct loan program has been operated on a 
sound financial basis, and that, given reasonably ad economic 
conditions during the years ahead, we should expect that the reserves 
established from earnings should be more than ample to cover any 
losses which can be reasonably anticipated. 

Conclusion: In concluding this fiscal report on the guaranteed and 
direct loan programs, I would like to emphasize particularly the 
favorable repayment record of veteran borrowers, and the extremely 
small cost of these activities to the Government. Veteran borrowers 
have established excellent credit records and good habits ef debt 
repayment. We have faith that these records will be sustained 
until ultimate liquidation has been achieved, although we recognize 
that some few will fall by the wayside, as is the case in any large 
cross section of our citizenry. However, even in these unavoidable 
cases, effective servicing and security liquidation will minimize the 
cost of any losses that may ultimately have to be borne, by the 
Government, 

Senator CapEHart. Well, it looks like an excellent record. 

Mr. Sweeney. Senator, I think the Congress and the Government 
ought to be proud of the attitude the veterans have taken both toward 
the direct loan and guaranty program. In the early days there was 
some skepticism about what a great landlord Uncle Sam was going 
to be; but I think we have had great faith in our boys. They have 
a moral obligation to keep a roof over their families heads, and as 
long as you have employment they will pay. 

Senator CaprHart. How many loans or guarantees do you have 
outstanding today? 

Mr. Sweeney. 4,100,000. Oh, outstanding. About 3,250,000. 

Senator CaprHart. In other words, you are holding a mortgage 
or guaranteeing a mortgage on 3,250,000? 

Mr. Sweeney. That is right, sir. 

Senator CapnHart. And what is the dollar amount? 

Mr. Swrenry. The balance of those would be around $24.5 billion. 

Senator CarEHart. But so far the results have been excellent? 

Senator SpARKMAN. While you are on that, how many direct loans 
have been made? Did you give that figure? 

Mr. Stone. I gave it—64,000. 

Mr. Swennry. We made 72,400. The outstanding are 63,276. 

Senator SpaRKMAN. That is on page 7. 

Mr. Sweeney. Page 13 will give you the statistical figures. 

Senator SpaRKMAN. I want to ask you one question about that 
reserve. Mr. Stone, you state that is held in the Treasury as a 
reserve. Is that separate and apart from the revolving fund. 

Mr. Srong. The interest we are paying. Yes. 

Senator SPARKMAN. $18 million, wasit not? That is excess interest 
collections? 

Mr. Sronp. That is right. 

Senator SparKMAN. That is held as a separate fund? 

Mr. Sweeney. Yes, sir. 

Senator SpARKMAN. As a reserve against possible future losses? 

Mr. Sweeney. Yes, sir. 

Senator SpARKMAN. And it does not become a part of the revolving 
fund? 
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Mr. Sweeney. That is right. I-might state that the Treasury in 
that bank balance credit us with, I think, about 2% percent interest. 

Senator SPARKMAN. That is the equivalent of your investing in 
Government bonds paying 2% percent interest. 

Mr. Sweeney. That is right, Senator. 

Mr. Stone. But it can be used for losses. 

Senator SpaARKMAN. Yes. Are there any more questions? 

Senator Capenart. Nothing more except congratulations on a 
good job. 

Senator Payne. I have no questions. I think it is a very con- 
structive report. 

Senator SPARKMAN. Senator Lehman? 

Senator Leaman. No questions. There is just one thing though 
that is not clear to me, although that is probably because I have not 
the figures before me. You said the outstanding loans amounted 
in dollar value to $24.5 billion. 

Mr. Sweeney. That is right. 

Senator Leaman. The status of the loan guaranty program is that 
you estimated the liability at $13 billion. 

Mr. Sweeney. That is the guaranty obligation. Our contingent 
liability on the loans that are outstanding. 

Senator Lenman. | see. 

Senator SpARKMAN, Let me ask you this question, prompted by 
the statement you made a few minutes ago about some of the dire 
a that were made that the Veterans’ Administration might 

vecome the biggest landowner in the country. Do you do any 
thinking or planning as against the possibility ‘of a severe economic 
setback that might throw you into trouble? 

Mr. Sweeney. Mr. Chairman, that is a very observing question. 
I think we would be remiss on our part if we were not looking well 
ahead. I do not like to refer to recessions and depressions. 

Senator SPARKMAN. You noted I avoided it by calling it an economic 
setback. 

Mr. Sweeney. | think we would be remiss on our part if we were 
not planning. I think the chairman makes a good observation and 
I think a study should be made in cennection not only with conven- 
tional loans and FHA and Government guaranteed and insured loans, 
but we should be prepared if there is a national or regional economic 
disturbance, because I think Senators and members of the committee 
are well aware of what transpired in other areas, and I think some 
steps should be taken to conduct the study. If you wish I would 
ike to. 

Senator SPARKMAN. Are you authorized to do that? Do you have 
the authority to do that? 

Mr. Sweeney. No, sir. These are only administrative studies we 
have of our own, watching what would have if we had these dis- 
locations, as it were. 

Senator SPARKMAN. Have you had any experience in any of these 
localities that have become depressed areas? 

Mr. Sweenzgy. Yes, sir. We have had some areas where we have 
had a one-industry town. Through the coopeartion of the local city 
authorities and local chambers of commerce we attempted-to go in 
there and work with the lenders and see if we can rehabilitate that 
community. We have been fortunate in some areas to assist in 

74480—56——3 
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bringing in new industries. Maybe we more or less prompted local 
organizations to take active interest in this problem. We have had 
situations where we had temporary setbacks, maybe because of 
alabor situation. We have had areas where the military service moved 
in and plans were changed and where we have had some, oh, unem- 
ployment and possibly a lack of demand for the housing, but we have 
moved in to correct those situations as best we can. 

Senator SPARKMAN. If you can do it without too much trouble, 
would you submit a statement that can be included in the record 
as to the plans for the very things we are talking about? 

Mr. Sweeney. Yes, sir, Mr. Chairman. e would be very 
happy to give you our ideas on certain phases that should be studied 
and our own ideas of what we would like to do. 

(The information referred to follows:) 


MEMORANDUM OF THE VETERANS’ ADMINISTRATION ON ExtTENT TO Wuicu 
INDULGENCE May BE GRANTED MORTGAGORS IN THE EVENT OF AN ECONOMIC 
SETBACK 


At the request of the chairman of the Housing Subcommittee, Senate Banking 
and Currency Committee, this analysis has been prepared to consider the extent 
to which indulgence may be granted to mortgagors in the event of an economic 
setback. The study considers principally home mortgage loans guaranteed or 
insured by the Veterans’ Administration, but it also takes into account mortgages 
insured by the Federal Housing Administration as well as conventional loans. 

It is understood, of course, that this analysis in no way attempts to prejudge 
the likelihood of an economic setback. It is being made as a measure of prudence 
and forehandedness so that a better understanding as to the nature of the possible 
problems involved may be attained. While there is nothing in the current or 
prospective economic outlook which portends the necessity of instituting many 
of the measures which will be covered herein, the study was prepared in order 
to highlight for the benefit of the committee the information which it was believed 
might prove helpful in enabling the committee to appraise the situation. 

aturally the nature and magnitude of the problems involved would depend 
upon the duration and severity of the economie dislocation with the problems 
obviously becoming more difficult as the economic decline becomes more pro- 
tracted and more severe. Accordingly, this analysis will examine the problem 
in various settings and on different assumptions as to the duration and magnitude 
of the economic decline which might occur. 

The first essential in order to Se eee the problem intelligently would be 
to have some idea as to the number of mortgaged properties, as well as knowledge 
of additional characteristics such as the breakdown of those Preece into con- 
ventional mortgages and mortgages which are protected by VA guaranty or FHA 
insurance, and the identity of the mortgagees. A further necessary step is to 
define and limit that part of the housing market with which this study will be 
concerned. 


THE SETTING OF THE PROBLEM 


This study will be confined to nonfarm housing in 1- to 4-family unit structures 
which are owner-occupied. Farm nl in rural areas present somewhat unique 
problems and comprise a small segment of the Nation’s dwelling units. Structures 
with five or more units are excluded beeause they are primarily investment 
enterprises. 

The 1950 Census of Housing showed that 9.2 million of the 20 million owner- 
occupied, nonfarm, 1- to 4-family housing structures were encumbered by mort- 
gage debt; 2.6 million, or 28 percent, had Government-supported fitst m vee + a 
about evenly divided between FHA-insured anc and VA-guaranteed loans—with the 
remaining 6.6 million having conventional first mortgages. The following table 
shows the number and percentages of the various types of mortgages: 
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Type of morigage for all mortgaged nonfarm properties with 1 to 4 dwelling units 
in 1950 


: , Owner- 
Type of Ist mortgage occupied 


pes ; 8, 288, 000 884, 000 
Government underwritten, total. _............. 2, 425, 000 160, 000 


; 1, 229, 000 95, 000 | 
VA guaranteed | 1, 196, 000 65, 000 | 
=——___=apaVa ——_— = 7 


Conventional | 5,863,000 | 724, 000 | 


1 In 326,000 cases of FH A-insured Ist mortgages, a V A-guaranteed 2d mortgage was outstanding. 


These data, of course, do not reflect the very high level of home-building 
activity since 1950 with the accompanying increase in home ownership and 
mortgage indebtedness and the role of Government underwritten mortgages 
during this period. 

While there has been no complete census of housing since 1950, data published 
by the Board of Governors of the Federal Reserve System shed considerable 
light on these developments. These data reveal that the mortgage debt out- 
standing on nonfarm 1- to 4-family properties at the end of 1950 was $45.2 
billion, of which $18.9 billion, or about 42 percent, was Government underwritten 
($8.6 billion in FHA-insured mortgages and $10.3 billion in VA-guaranteed 
mortgages) and the remaining $26.3 billion in conventional loans. By the end 
of 1955, the total mortgage debt on properties of this type had increased to an 
estimated $88.7 billion, or 96 percent above the debt in 1950—with FH A-insured 
mortgage indebtedness up 66 percent, VA-guaranteed mortgage indebtedness up 
about 138 percent, and indebtedness on conventional loans up about 90 percent. 

The following table taken from the Federal Reserve Bulletin for February 
1956, shows the trend in indebtedness between 1950 and 1955: 


Mortgage debt outstanding on nonfarm 1 to 4 family prope: ties 
[In billions of dollars} 


Government underwritten 


| 
Conven- 


FHA in- VA guar- tional 
Total sured | anteed 


These figures not only reveal indebtedness trends in the last 5 years- but serve 
to point up the nature and magnitude of the present indebtedness. It will be 
noted that close to 45 percent of the total indebtedness at the end of 155 was on 
Government underwritten mortgages. This is of considerable significance in con- 
nection with the question of what means would be available to alleviate distress 
in the event of an economic setback since, as will be shown later, present Govern- 
ment machinery could go far toward preventing foreclosures, particularly in the 
ease of VA-guaranteed elie: 

The iype of investors in mo e loans and the relative volume of their holdings 
of FHA, VA, and conventional s should be considered in analyzing this prob- 
inti. "Wille tiees’ doth’ ake -tiot nvallable ona etrictty 1- to 4amity-oroperty 


basis, the following table of mortgage holdings by various types of mortgagees is 
informative: 
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Estimated amount of loans outstanding as of Dec. 31, 1955 
{Millions of dollars} 


VA-guaranteed | FHA-insured Conventional 


Type of holder i Fee sane wie 


Percent | Percent Percent 
Pe of total | pn: oftotal | 





Savings and loan associations 

Life insurance companies 

Commercial banks_.- 

Mutual savings banks. _- 

Federal National Mortgage Association_- 


52 


5 | BE | Bey: 





Deaths ns accnnemevssssccies 
Or BR itiisieccetecerenenes 


| 
ERB) epeos 


stich ten sal 


' Includes an unknown amount of nonresidential mortgages. 
2 Includes mortgages on more than 4-family properties. 
’ Not known: Total for nonfarm 1- to 4-family properties was $49.9 billion. 


Another facet of this problem is the relationship of mortgage debt to property 
values. The impact of a general decline in realty values would, of course, be 
greater where small equities existed. While it is recognized that even a sizable 
equity would be no solvent where large-scale depressed real-estate conditions and 
unemployment existed, the means of dealing with the problem might well vary 
as between homeowners with a very slim equity and those with substantial equities 
in their perties. The 1955 Survey of Consumer Finances conducted by the 
Federal Desiree System, in cooperation with the Survey Research Center of the 
University of Michigan, shows that the number of mortgaged owner-occupied 
houses increased from 8.7 million in early 1949 to 13.2 cae ae in 1955, with 
an accompanying increase in the average size of mo indebtedness’ from 
$3,700 in 1949 to $5,400 in 1955. The same study also s awe that 55 percent of 
the owner-occupied houses in 1949 were free of indebtedness as compared with 
46 percent in early 1955, and that the percentage of loans having a mortgage 
indebtedness of 80 percent or more of estimated property value rose from 3 percent 
in 1949 to 6 percent in early 1955. While these ratios were based on a sample and 
are, of course, subject to sampling error, they furnish a fairly reliable faete of 
determining trends in recent years. 

The foregoing data provide a setting for consideration of the problem. The 
basic approach must be one which seeks to keep the mortgagor in his property. 
Any other approach would pyramid rather than alleviate the problem, since a 
larger incidence of foreclosures would of itself have a depressing effect. Thus we 
have undertaken the problem of finding preventive rather than curative measures. 
There remains for consideration the extent to which existing machinery may be 
applied to accomplish this result with a minimum of disruption and expense. 


LOCAL ECONOMIC DISLOCATIONS 


The first type of situation to consider is that where conditions in an individual 
community result in a number of defaulted mortgages. For example, strikes, 
temporary shutdowns of the major industry or industries, crop failures, etc., 
may result in the widespread inability of mortgagors to meet their obligations. 
In situations of this kind of course the cause of the trouble is temporary and as 
a consequence the problems posed are less serious. Generally, the extension of 
indulgence by the holder will be the solution, 

In the case of GI loans, it is believed that present statutory eulnaey, regula- 
tions, and procedures are ‘adequate to encourage holders of guaranteed mortgages 
to extend indulgence in such periods, Thus, under VA peuiaions if the veteran 


has made any prepayment, that prepayment including tuit payment 
which may have been made on the loan,'! may be reamed by Lh cats in 


ee eee ee nb lee LeRE yt enh A ad merged en servic yy we oben 

is credited on the veteran’s loan en second independent offices contained 

ta siecle ty Compo ef since rat at Seen pae isareel has be eA Sealine 
n similarly aroun since t e. Inany gra on more 

than 3 million G to date, and on loans will be teailabie for for reapplication in the 

event of default - ae Snthe loan ina ouven condition” [so an unknown but probably minor 

of the cases the gratuity was not applied to principal but was used to pay closing costs or to pay t 

two or three payments on the loan. 
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to maintain the loan in a current condition. Also the holder may extend the loan, 
i. e., lengthen its maturity thus reducing monthly payments in order to cure an 
existing default or to avoid an imminent default. Also the lender may agree 
to reduced payments, or no payment at all, by the veteran during the temporary 
period until his income is restored. During such periods of indulgence the 
interest continues to acerue and is charged to the guaranteed indebtedness so 
that the lender runs no risk in the event that the borrower does not recover from 
his default and foreclosure becomes necessary. Similarly, proper advances for 
taxes, insurance, ground rents and necessary repairs or maintenance may also be 
charged to the guaranteed debt. 

Normally these avenues of forbearance and indulgence should be sufficient to 
encourage lenders to hold off foreclosure action since by hypothesis the economic 
dislocation will be temporary in nature. However, even if the lenders’ apprehen- 
sion over the level of real-estate values should become pessimistic to the point 
where he feels compelled to institute foreclosure proceedings, VA’s procedures 
offer another course of action which would dispel such apprehension. Thus, under 
existing regulations and procedures VA may go so far as to specify an amount 
which will govern in the event of ultimate liquidation of the property, and which 
will protect the holder against any marked decline in property values which other- 
wise could result in the holders’ sustaining a loss on the unguaranteed part of the 
loan. For example, if the balance of the debt is $8,000, VA’s guaranty liability 
would be $4,800 (assuming a 60 percent guaranty), and the holder would be 
protected against loss so long as the property value does not deeline below $3,200 
plus liquidation expenses. he VA could, if the holder insists, specify an amount 
based on the current property value (perhaps $5,000) which will be the figure 
used in the event liquidation ultimately becomes necessary. 

Also as a final resort in case individual lenders insist on foreclosure, perhaps 
beeause they do not believe that the economic dislocation is temporary in nature, 
the VA under existing regulations may refund the mortgage by paying the holde: 
the amount of the outstanding debt. Under the assumption of a temporary eco- 
nomie difficulty it is not anticipated that there would be many cases where VA 
would have to buy the loan. As stated, this would be only a final resort and 
would be avoided if possible since such a method of solution requires additional 
Federal expenditures. 


CONDITIONS IN A NATIONAL ECONOMIC SET-BACK OF RELATIVELY MINOR 
PROPORTIONS 


Opinions would, of course, differ as to what constitutes an economic setback 
of “relatively minor proportions.’’ However, this problem will be approached 
from the standpoint of what would be done in the event that there is a moderate 
slacking in economic activity. 

Assuming a relatively minor decline of that nature, the problems posed are not 
far different from those discussed in oar’ section which dealt with local 
economic deelines for a temporary period. Thus, in the case of VA-guaranteed 
leans all of the methods of oc and servicing described in the preceding 


section would be at hand, and it is ieved would be adequate to keep the number 
of foreclosures down. 


THE PROBLEM IN A SETTING OF SEVERE ECONOMIC DECLINE 


In a period of protracted and severe economic decline the problem of preventing 
distress to the home owning mortgagor and to the mortgagee would of course be 
far more difficult and imperative. In the initial stages of a recession foreclosures 
could be kept within manageable proportions for the reasons outlined in the 
preceding sections of this analysis, which showed that in temporary periods of 
relatively minor economic ocation the problem of minimizing foreclosures 
would not be serious. However, should unemployment rise to a sizable propor- 
tion of the labor force, and should the level of economic activity fall substantially, 
it is clear that additional weapons and mechanisms would be necessary to cope 
with the problem. In such a period new housing construction would decline 
rapidly, the level of construction costs would fall, and the price structure of exist- 
ing real estate would tend downward in the face of declining consumer demand 
Vacancies would rise as families with reduced income would be foreed to ‘“‘doubleup.’ 

Defaults would of course greatly increase as a result of loss of employment and 
as a result of reduced wages and sa . Insucha setting lenders would naturally 
tend to turn toward the foreclosure mechanism as a means of protecting their in- 
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vestment, particularly when they are apprehensive over a continuing fall in real- 
estate values. The problem would be complicated further by the need of lenders 
to maintain liquidity in the face of heavy demands on their resources by depositors 
and shareholders. 

The problems involved in finding means to offset the natural influences gen- 
erated toward increased foreclosures in such an economic setting would be serious 
enough in the case of VA-guaranteed loans, but other types of mortgage holdings 
would be even hard hit. Thus some holders could become apprehensive as to 
whether the VA guaranty protection plus the marketable value of the security 
xroperty would continue to be sufficient to protect their mortgage investment. 

his apprehension would be magnified in a market characterized by fast falling 
real-estate values, and mortgage lenders could come to believe that undue delay 
in instituting foreclosure might get them to a point where liquidation of the prop- 
erty might not bring a sufficient amount to cover their loss. 

The VA does have authority to help cope with a situation of this nature by 
agreeing with the holder on a specified amount which would govern the rights and 
liabilities of the parties on a subsequent liquidation. The nature of this solvent 
and an example of how it would work was discussed previously. 

It will be seen that in the case of VA-guaranteed loans we have a number of 
weapons which would allay the lenders‘ fear over loss of his principal investment 
and consequently would act to prevent the institution of foreclosure actions moti- 
vated solely by fear of suindigl risk. 

Of course, these measures — prove inadequate in the unlikely event the 
depression should reach a debacle stage. Thus, if the level of real-estate values 
should plunge to abysmally low levels so that even a 60-percent guaranty protec- 
tion would not protect the lender from loss, additional measures would become 
necessary. The development of such a grave situation would, it appears to us, 
constitute a national emergency, however, and undoubtedly long before that 
point is reached the full weight of the Government’s influence and the entire 
private enterprise economy would be brought to bear in a concerted effort to 
restore the level of economic activity. In such a situation with the economic 
fabric of the Nation facing collapse, it is believe that lenders themselves would 
avoid foreclosure actions as a part of the national effort to avoid calamity. In 
cases where a lender might prove uncooperative or become insolvent, VA could 
exercise its authority to buy the loan from the private lender as a last resort. 
However, that would make substantial demands on Federal funds at a time when 
it will be very important to avoid the drain on the United States Treasury. Con- 
sequently, it may be preferred to seek some other means of dealing with the 
problem. 

All of these indicated steps should introduce a considerable measure of stability 
into the picture since they would all be designed to encourage lenders to exercise 
forbearance by minimizing their fear of principal loss. By employing all of these 
devices, lenders might well be content to receive only partial payments on prin- 
cipal and possibly only interest payments in some cases, because of their realiza- 
tion that the guaranty or insurance protection would afford a considerable measure 
of aid. Relieved of their fear of principal risk, most lenders would, in seems to 
us, be willing to “wait out’’ the recession until recovery was achieved. 


THE HANDLING OF OTHER MORTGAGE OBLIGATIONS 


Any consideration of this problem necessarily must embrace mortgage obliga- 
tions insured by the FHA as well as conventional loans. Furthermore, the extent 
of consumer credit obligations must be given effect. 

Many of the solvents heretofore mentioned as being available to cope with VA 
guaranteed mortgages are not applicable in respect to FHA or conventional loans. 

As a porte means of meeting the problem of defaulted conventional loans, 
some holders probably will give consideration to the refinancing provisions author- 
ized by the Sacieenans Teentinusencnn Act so that such mortgages could be 
refinanced and thereupon could receive the benefit of a VA anty. Section 
507 of that act permits the preneneng. of a delinquent lealobaedanean: provided 
such refinancing will aid the veteran in his adjustment, and provided further that 
the amount of the guaranteed loan does not exceed the reasonable value of the 
property. The amount of the guaranty in such cases, however, is limited to $4,000 
and the guaranty percentage may not exceed 50 percent, whereas in the case of 
loans for the purchase, construction, or improvement of residential construction 
the loan may be guaranteed to the extent of 60 percent not to exceed $7,500. 
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Thus there may be a solution in respect to those conventional loans in which the 
mortgagor is an eligible veteran and the holder would be willing to extend in- 
dulgence in return for obtaining a VA guaranty. But this would still leave un- 
treated the cases of conventional mortgages in which the mortgagee would be 
unwilling to extend indulgence even though the mortgage is eligible for refinancing 
with a VA guaranty. Furthermore, the eligibility period for World War II vet- 
erans will terminate on July 25, 1957, so this suggested solvent would in the main 
be available only to veterans who served during the Korean period who will remain 
eligible until January 31, 1965. 

The solution for the somewhat parallel roblem in 1933 was determined to be 
the creation of the Home Owners’ Loan Corporation. Factors to be considered 
in viewing this problem yg pes include the cost and expense to the Govern- 
ment and the mortgagor. course, as byproducts of these expenses, whether 
absorbed by the Federal Government or the mortgagor, would be the new sources 
of income injected into the kets of related activities; e. g., lawyers, title 
companies, appraisers, etc. here also would be for consideration the question 
of whether necessary aid to assist such related businesses could be supplied through 
alternatives which might be more productive. Furthermore, the cash outlay by 
the Treasury Department would be very considerable or its credit would be 
involved by the necessity for guaranteeing special agency issues. 

As one alternative to reestablishing some large-scale refunding operation similar 
to the Home Owners’ Loan Corporation, consideration may be given as to whether 
it may be preferable for the Government to undertake a program whereby the 
delinquent installments are paid to the mortgagee in cases where the mortgagor is 
worthy of indulgence but unable to meet his obligation. This alternative would 
obviate the large initial expenditure of Federal funds which would be involved in 
refunding mortgages, and may prove to be less cumbersome and less costly both 
to the debtor and to the Government. 


LIQUIDITY OF INVESTMENTS 


The problem of maintaining liquidity is another serious one which would be 
facing mortgage lenders in a period of economic recession. Because of the 
existence of the Federal Deposit Insurance Corporation and its counterpart for 
the savings and loan associations, the Federal Savings and Loan Insurance Cor- 


poration, the liquidity problem would probably not become anywhere near as 
5 


serious as it was in 1932 when a run on the banks led to the proclamation of a 
bank holiday. Thus, presently the bulk of depositors and shareholders’ funds in 
banks and savings and loan associations is protected by Government insurance so 
that presumably depositors would not become panic-stricken and rush to with- 
draw their funds since the safety of their savings would be assured.” 

In the case of banks, it is estimated that about 99 percent of all deposits in 
commercial banks are in banks which are insured by FDIC. For mutual savings 
banks the coverage, while not quite as complete, is substantial, with 74 percent 
of deposits in insured banks. For savings and loan associations, about 87 percent 
of the saving ran is held by associations insured by FSLIC. 

While insu deposits are limited to $10,000, the great majority of savers’ 
liquid assets fall below this amount, and as a practical matter the $10,000 protec- 
tion should be ample to assure most savers of the safety of their holdings. More 
affluent families would as a general rule have their savings diversified into various 
other forms of investment. 

These built-in guaranty devices should help to forestall the grave liquidity 
problems which necessarily would arise if a “run on the banks’’ were to be 
experienced. 

‘But the problem facing lenders in maintaining liquidity will nonetheless be a 
real problem. In the Ses there are the banks and savings and loan asso- 
ciations which are not of FDIC or FSLIC. Secondly, we would expect 
to see a substantial withdrawal of deposits even from institutions with insured 
deposits with large numbersof wage earners unemployed and a considerable draw- 
ing upon past savings by families in order to meet current living expenses. The 
magnitude of such withdrawals could not, of course, be estimated, but it un- 
doubtedly would assume substantial proportions, and accordingly would give an 
incentive, other things being equal, to lenders to foreclose defaulted mortgage 

2 In the case of insurance com the liquidit iblem would not be nearly as pressing because the 


savings they hold are not su to veleiitaty aibivenrel, okt h a relatively minor liquidity problem 
mnight he pasid by aa inateans ta withdrewtaipalenth enbes squitios y polidyheeliers te netd. an 
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loans out of their portfolios in order to maintain the required level of liquid cash 
reserves. 

Such an incentive to foreclosure would be greatly lessened and perhaps elim- 
inated to the extent that lenders had alternative means of realizing necessary 
eash through some mechanism whereby their mortgage holdings could be pledged 
as collateral to borrow whatever funds were necessary. It is extremely important 
that some such mechanism be at hand to give confidence to mortgage investors 
by giving them assurance that a means of raising necessary cash exists. 

In the savings and loan field the Home Loan Bank Board already provides such 
a mechanism. Member institutions of the Home Loan Bank System may 
pledge mortgage loans as collateral with the home-loan banks when they need 
additional cash reserves. Up until now most of the borrowing from the Home 
Loan Bank System has been for the purpose of providing additional credit ex- 
tension by member institutions. but the home-loan bank facilities will clearly be 
just as useful as a means of providing cash to member institutions if a liquidity 
problem should arise in a period of recession. 

There is also apparently a means of relief for commercial banks which are mem- 
bers of the Federal Reserve System. While traditionally the credit extended by 
Federal Reserve banks to member banks is based on short-term Government 
and commercial paper as collateral, there is a provision in the Federal Reserve 
Act which authorizes the Federal Reserve banks to extend credit to member 
institutions with other securities (including real-estate mortgages) as collateral. 

But the other mortgage holders who are not members of these two credit sys- 
tems (with the exception of insurance companies) would be faced. with a serious 
liquidity problem in the event of a recession, and there is patently no assured 
avenue through which necessary credit could be obtained by borrowing on or 
discounting real-estate mortgages. Tlis group would include savings and loan 
associations which are not members of fom Loan Bank System, commercial 
banks which are not members of the Federal Reserve System, mutual savings 
banks, mortgage and real-estate companies, miscellaneous mortgage lenders such 
as pension funds, educational institutions, and eleemosynary institutions, and 
individuals who hold mortgage loans. Unless some secondary credit facility is 
provided for such institutions, their economic self-interest would necessarily 
aggravate the foreclosure problem since in many cases their only means of raising 
liquid cash would be by recovering invested capital in mortgages by foreclosure, 
and such action may not accomplish the desired result since they may be unsuc- 
cessful in disposing of the property for cash. 

The least difficulty should be experienced with the FNMA and VA direct-loan 
portfolios. The default and foreclosure policy on these loans is subject to direct 
Government control and it would be expected that VA and FNMA would take 
the lead in pursuing an enlightened and indulgent policy to pievent foreclosures. 
One question in regard to such cases may relate to the authority for extending the 
final maturity beyond the-period currently permissible. 

To summarize, the Veterans’ Administration regulations and procedures have 
been geared to enccuraging the extension of indulgence to all worthy veterans. 
So long as the lending institution is willing to go along ‘with a worthy veteran its 
position under the guaranty will not be impaired. “The various tools which we 
have at hand to meet problems to be encountered in the event of economic set- 
backs have been enumerated in this study. While they will go a long way toward 
meeting emergent situations, it would be necessary that there be assurances for 
companion action in respect to other types of mortgage investments as well as 
supplemental authorizations in the event it becomes necessary to cope with a 
critical situation. 

It will be understood, of course, that the suggestions which have been made 
in this statement are not intended as proposals on the part of the Veterans’ 
Administration but are offered simply as ideas which may be worthy of con- 
sideration by the committee. This tentative study is furnished in compliance 
with the request of the subcommittee and has not had executive branch clearance. 


Senator Capenart. Is it not quite simple? If a man cannoi,pay 
you either repossess or give him longer terms. It does not require 
very much of a study, does it? ; 

Mr. Sweeney. Well, sir, on the individual loan we do that right 
now. 

Senator Capauarr. Yes. 
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Mr. Sweeney. There is a possibility maybe we could move through 
the lenders in our servicing effort to give him reemployment. If it 
is a matter of illness maybe we will pick up that loan. 

Senator Carpenart. I am talking about a general depression. If 
that comes the matter is very simple. You are going to have to extend 
the number of years in which they can pay. 

Mr. SweEeneredt,is.possible. And that is one phase. But you 
would Have to relate that to—— 

Senator Capenart. It is quite simple. That is what you do in 
business, You either repossess or extend it if he cannot pay for it. 

Mr. Sweeney. I agree with you, Senator. But if it is the wish of 
the chairman I would be glad to give you our ideas. 

Senator Capenart. There are other things, of course. You could 
go in and help the man find a new job or help a community get new 
industries. But even then during that period you have to extend the 
terms. 

Mr. Sweeney. You have to have an indulging period. 

Senator CapeHart. Yes. You have to extend the terms. That may 
require legislation by Congress to do it; but the banks and insurance 
companies that are holding these mortgages I suspect would be very 
happy to extend the terms if the Government will continue their 
guaranty. 

Mr. Sweeney. | hope so. 

Senator CaprHart. You know they will. If they do not we have 
no country. 

Senator SparKMAN, Do you have information, or could you give 
us a memorandum dealing with discounts on loans? 

Mr. Sweeney. The current figure? 

Senator SPARKMAN. Yes. 

Mr. Sweeney. I will be glad to furnish it. 

Senator SpaRKMAN. And any helpful suggestions as to a remedy, 
because I think it is one of the things that is a matter of great concern 
to me, and I believe to everyone. That is, this wave of practices re- 
lating, to discounts. 

Mr. Sweeney. I would be glad to, sir. 

(The information referred to follows:) 


MEMORANDUM OF THE VETERANS’ ADMINISTRATION ON SOURCES OF INFORMATION 
CoNCERNING MortTGaGe Discounts 


In order to provide a recurring source of information about prices paid in the 
private secondary mortgage market for various types of loans, instruetions were 
issued to all VA regional offices on August 16, 1955. These instructions were in 
the form of an Emergency Interim Issue, EM 4A-—113, a copy of which is attached. 
Section 3 of exhibit A of that issue deals with the prices of various types of loans, 
both for immediate delivery and for future delivery, in the designated housing 
market areas. 

Managers of the VA regional offices are responsible for compiling this informa- 
tion monthly, on the basis of continuing contacts that local V A officials necessarily 
maintain with builders and lenders in their area in their day-to-day administration 
of loan-guaranty activities. A tabulation of the prices reported for VA loans in 
Deeember.1955 and Jandary 1956 is attached, which shows the geographic pattern 
of discounts. Additional information on FHA-insured and conventional loans is 
reported by field offices for comparative purposes, but is not summarized on a 
regular basis by VA. 

“tWhile the scope of this survey is limited to 60 specified housing market areas, 

these areas in the aggregate have accounted for a majority of all GlI-loan activity 

during recent months, and it is the opinion of the Veterans’ Administration that 
74480—56——4 
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these figures properly reflect the general level of discounts prevailing in the private 
secondary mortgage market. It is recognized that there would be some variation 
in other areas, particularly in rural and semirural areas, where discounts tend to 
be slightly higher. 

It should be emphasized that the prices quoted refer only to loans traded in the 
private secondary market. Many lending institutions originate GI loans only 
when they wish to retain them in their own mortgage portfolios. Such loans are 
frequently made at par, i. e., with no discount charge to the sellers, although 
higher down payments and shorter maturities are frequently required than are 
typical for loans traded in the secondary market. 

In addition to this flow of information from field staff officials, the central 
office of the Veterans’ Administration obtains additional information from reports 
published in financial journals and from reports offered by officials of financial 
institutions, trade associations, builders’ organizations, Government agencies, and 
other informed sources. 


DEPARTMENT OF VETERANS BENEFITs, 
VETERANS’ ADMINISTRATION, 
Washington 25, D. C., August 16, 1955. 


EMERGENCY LNTERIM Issue (EM 4A—113) 


A. Basic administrative issues affected: VA Manual M4—8, Part VIIT. 

BR. Other issues affected: None. 

C. Reason for issue: To provide instructions. for the preparation. of a new. 
report entitled ‘Report on Designated Housing Market Area” which is designed 
to provide current information on housing market and mortgage market develop- 
ments in specified urban areas. 

D. Text of emergency interim issue: 1. A monthly report: in the format of 
exhibit A attached will be submitted in duplicate to reach central office within 5 
working days after the 25th of each month, beginning with the month ending 
August 25, 1955. For the first month or two, the report may be submitted on 
locally prepared copies of exhibit A. Thereafter, printed forms will’ be made 
available through the usual channels. 

2. A schedule of the housing market areas on which reports are to be submitted 
is attached as exhibit B. In most cases, the report submitted will cover the 
housing market area of the city in which the regional office is located. Eight 
offices, as indicated, are required to submit a report on a city other than 't 
where the office is located; nine offices are not required to submit this report. 
No office will report on more than one city, 

3. Since this information will be of value only if it is received promptly, strict 
adherence to the required reporting schedule is of importance. it for any reason 
your office is unable to meet the deadline, prompt advice of this fact should be 
sent to central office. 

4. Housing market areas are usually defined as the area within which housing 
accommodations are competitive. These areas tend to have the same boundaries 
as labor market areas and commuting areas. _It will be noted, therefore, that the 
report will ordinarily cover not only the corporate limits of the city in question, 
but will include some surrounding territory as well. In submitting the first 
report, an exact definition should be provided of the territory included within 
the housing market area. Thereafter, the definition need not be repeated unless 
changes are made. ‘ 

5. It will be noted that the items in section 1 of) this a thle pat are similar to 
items reported in the monthty operating statistics the region as a 
whole. he items in section 2 are similar to items 2a, Be ab 3b, and 9 of the monthly 
digest of the current housing situation (VA form 4-7406). While the items in 
section 3 do not parallel any present, report, it is believed that contacts, of loan 
guaranty personnel with lenders, mortgage brokers, loan correspondents, and 
builders will enable them to obtain accurate information from those most, active 
in the private secondary market. It is emphasized that. the. information required 
on this report is to be submitted for the she hep sarhat area of the named city 
only, and not for the entire regio 

6. Reports control symbol RCS VB6-12 is assigned to this report. 


Ra.r# H, Srone, 
Deputy Administrator for Veterans Benefits 
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Exuisir A 


Report on Desicnatep Hovsinc Market AREA 


Report for period ending Reports Control Symbol - 








To: Department of Veterans Benefits, | Name of reporting office: 
Veterans’ Administration Central 
Office, Washington 25, D. C. 

Attention: Office of Loan Guaranty. 


Housing market area: 
Section 1—Loan guaranty activity 








Existing homes Proposed homes 


. Units in appraisal requests _- 

. Certificates of reasonable value issued (dwelling. 
units) a 

. Sec. 501 loans closed. 


Section 2—The housing market 


Houses priced | Houses priced Houses priced 
below $8,000 |  $8,000-$12,000 over $12,000 





A. Builders plans as compared with (L for 
less, 8 for same, M for more): 
SF Re a OE ee amit 
A year ago a SRE teks 
B. Sale of new homes after completion (on 
the average) - Days | 
Trend of unsold inventory of new homes 
(indicate: D for declining, 8 for sta- 
Ce OE ee a a 
D. Availability of financing: Yes 
(1) Are adequate construction funds available to build- 
ers planning to sell with GI leans 
Ch OF Oe es ccd wcemenmanecales 
(6) Without FHA commitment? oat unui 
(2) Is adequate long-term money available: 
(a) For conventi@nalinans?: . . 2.2. -..-._..--..-|.--.----.- = itn cael 
(6) For FHA loans? 
(c) For VA low equity loans? _...__.........._.-.- 


Section 3—The mortgage market 
What is the average 


Are actual sales made 
bid price per $100 
face amount of loan at bid prices? 


A. Immediate delivery 


(a) 100 percent loans 
(6) Down 
(3) Conventional loans 
B. Future delivery: 


(2) VA sec. 501: 
(a) 98 percent loans 
(6) Downpayment over 2 percent. ____- 
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Exursit B 
DesIGNATED Hovusinc Market AREAS ON Wuicn Reports ARE REQUIRED 


1. The following offices will not report on the regional office city, but on the 
city specified below: 

VA regional office: City tobe reported Office: City 
Montgomery, Ala_ Birmingham. St. Paul, Minn__.__ Miineapolis. 
Passe-A-Grille, Fla. Jacksonville. Winston-Salem, N.C. Greensboro. 
Wichita, Kans_..._ Topeka. Nashville, Tenn... Memphis. 
Togus, Maine..____ Bangor. Cheyenne, Wyo___ Casper. 


2. The following offices are not required to submit reports: 


Juneau, Alaska. Muskogee, Okla. 
Honolulu, Hawaii. Wilkes-Barre, Pa. 
Fort Harrison, Mont. San Juan, P. R. 
Brooklyn, N. Y. Waco, Tex. 
Syracuse, N. Y. 


3. The following offices will report on the city in which the regional office is 
located: 


Phoenix, Ariz. Manchester, N. H. 
Little Rock,*Ark. Newark, N. J. 

Los Angeles, Calif. Albuquerque, N. M. 
San Diego, Calif. Albany, N. Y 

San Francisco, Calif. Buffalo, N. Y. 
Denver, Colo. New York, N. Y. 
Hartford, Conn. Fargo, N. Dak. 
Wilmington, Del. Cincinnati, Ohio. 
Washingion, D. C. Cleveland, Ohio. 
Miami, Fla. Oklahoma City, Okla. 
Atlanta, Ga. Portland, Ores: 
Boise, Idaho. Philadelphia, Pa. 
Chicago, Ill. Pittsburgh, Pa. 
Indianapolis, Ind. Providence, R. I. 
Des Moines, Iowa. Columbia, 8. C. 
Louisville, Ky. Sioux Falls, 8. Dak. 
New Orleans, La. Dallas, Tex. 
Shreveport, La. Houston, Tex. 
Baltimore, Md. Lubbock, Tex. 
Boston, Mass. San Antonio, Tex. 
Detroit, Mich Salt Lake City, Utah. 
Jackson, Miss. Burlington, Vt. 
Kansas City, Mo. Roanoke, Va. 

St. Louis, Mo. Seattle, Wash. 
Omaha, Nebr. Huntington, W. Va. 
Reno, Nev. Milwaukee, Wis. 
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MONTHLY REPORT ON =a. Ss REPORTS CONTROL 
DESIGNATED HOUSING MARKET AREA 


NAME AMD ADORESS OF REPORTING OFFICE 


Department of Veterans Benefits 

Veterans Administration Central Office [itsonr comiltd By (News ond title) 
Washington 25, D.C. 

ATT: Office of Loan Guaranty 





HOUSING MARKET AREA 


SECTION | - LOAN GUARANTY ACTIVITY 
er 
'Tem EXISTING PROPOSED 


NO. HOMES HOMES 
slab eel adap 22 See NS BF 
amin ited cena ata ae di 


LOW PRICED HOUSES HIGH PRICED HOUSES 
UNDER - OVER . 


BUILDERS PLANS AS 
COMPARED Wi TH 

(L for less, S for seme, 
@ for more) 


SALE OF NEW HOMES AFTER COMPLETION 
(On the average 


TREND OF UNSOLO INVENTORY OF NEW 
HOMES (D foredectining, S for 
stationsty, A for advancing 


ARE ADEQUATE CONSTRUCTION FUNDS 
AVAILABILITY AVAILABLE TO BUILDERS PLANNING 


oF TO SELL WITH Gi LOANS - 
FINANCING 





AVERAGE BIO PRICE ARE ACTUAL SALES 
PER $100 FACE MADE AT 610 PRICES? 
AMOUNT OF LOAN 


FHA SECTION 203 LOANS 


vA fom 


nov ss WB 4-6366 (this printed form replaces Exhibit 1 of Snergency wa OC 2t7248 
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Senator SpaARKMAN. Thank you very much, gentlemen. It was a 
very fine report, and we-are delighted to have it. The various tables, 
Mr. Stone, that were attached to your statement will, without objec- 
tion, be included in the record at this point. 

(The tables referred to follow :) 


Loan guaranty program—Statement of accountability for appropriated funds dis- 
bursed and collections received, cumulative through Dec. 31, 1955 


TOTAL FUNDS DISBURSED AND RECEIPTS RETURNED TO TREASURY 


Total appropriated funds expended (exclusive of 4 percent 
gratuities): 

1. For payment of claims_____-__-__._._ $77, 489, 111. 25 
2. For acquisition of property (addi- 

iota S006) 2 Bes... 5 ~ se 65, 742, 048. 05 
3. For acquisition of loans, property 

management and sale and all 

other expenditures -____......_- 21, 095, 455. 80 


Total appropriated funds expended $164, 326, 615. 10 
Receipts returned to general fund of Treasury: 
1. Total general fund receipts de- 


PORE 4 <s sos ..---- $59, 037, 631. 28 


59, 087, 346. 65 
Net expenditures to be accounted for__- 105, 239, 268. 45 


ACCOUNTABILITY FOR NET EXPENDITURES 


Assets on hand: 
1. Property owned: 
(a) Property owned in abso- 
lute title $16, 362, 490. 88 
(b) Property in process of ac- 
quisition 2, 121, 082. 58 
a 18, 483, 573. 46 
2. Loans receivable: 
(a) Acquired loans: 
5Oi-Joane. =i .. .<..- 1, 126, 237. 11 
505 (a) loans__-._-__- 680, 134. 95 
en CO. tbe, 1, 573, 199. 58 
Other loans 14, 629. 35 
_ 3, 394, 200. 99 
(b) Vendee accounts on property sold 64, 163, 230. 68 
(c) Mortgage loans in process of liquidation - _-_ 679, 267. 82 
3. Accounts receivable: 
(a) Veteransliabilityaccounts!. $25, 969, 575. 53 
(b) Advances to Veterans’ Ad- 
ministration employees 
for bidding at public 
112, 757. 64 
80, 721. 13 . 
26, 163, 054. 30 


112, 883, 327. 25 
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RESULT OF LIQUIDATION OF ASSETS AND OPERATIONS 
1. Income: 


(a) Gross profit on sales: 
Selling price of property_._ $100, 504, 574. 10 
Book value of property... 92, 165, 301. 77 


8, 339, 272. 33 
(b) Rental and miscellaneous in- 


1, 333, 419. 99 
(c) Interest income: 
From loans receivable._.. $10, 066, 520. § 
From veterans accounts__ 337, 013. 


10, 403, 534. 20 
Total income 90, 076, 226. 52 


2. Expenses and losses: 
(a) Property expense: 
Management expense__.. $3, 925, 231. 83 
Selling expense 4, 543, 390. 13 
ae 8, 468, 621. 96 
(b) General expense 334, 225. 29 
(c) Writeoff of assets: 
Veterans liability accounts... $3, 570, 371. 97 
Acquired security and 
collateral 59, 150. 53 


emer 3, 629, 522. 50 


Total expenses and 
12, 432, 369. 75 


3. Difference between income and expenses and losses__ (7, 643, 856. 77) 


4, Intransit items ?___.__________- ceil iAB i te es 5s te'ns ns a7 ‘(202. 03) 


Total expenditures accounted for 105, 239, 268. 45 


1 Includes a ,374. - that has been referred to General Accounting Office as uncollectible. 


2 Represents charges and repayments transferred to other stations which were not recorded 
by receiving stations at a close of the accounting period. 


Status of loan guaranty program—Cumulative as of end of December 1956 
(Dollar amounts in millions] 


Total 


1. Loans guaranteed or insured: 
Number of loans 4, 549, 098 
Original amount of loans $33, 834 
Original amount of guaranty or insurance $18, 297 
2. Loans repaid in full: 
1, 005, 827 


22,1 
Original t of ty or insuran 7 $2416 
amount of guaran ro ce... 

3. Loans So wien os iolene Kaen eae 
Number of loans " 39, 557 
Percent of total loans 87 
Brees semanas etd os aazadio.. sen a maa 
Refunds and recoveries to date 
Net claims to date !_.....-...-- a 
Percent of original amount, total loans... hi 
Percent of original guaranty, total loans....____- 

4. Number of loans outstanding 

&. Estimated liability on loans outstanding...._._____- 
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. Security liquidation activities: 
Number of foreclosures completed 


Securities conveyed to Veterans’ Admin- 
istration. --._- 

Securities not conveyed to Veterans’ | 
Administration _ " 3,115 


Number of foreclosures pending } 2, 513 








~ All other 


7. Property acquisitions and dispositions: 
Number assigned to Veterans’ Administration 18, 301 


Number acquired to date 


Number sold : 
Number redeemed ___- 
Number on hand 


16, 804 | 
} 


14, 039 | 
297 
2, 468 


Primary | Secondary 
liens liens 





8. Analysis of properties sold: 
Total acquisition cost 
Post acquisition costs 


Total cost...... 
Selling price 





Difference between cost and selling price 


9. Properties sold on terms: 
Deer ar conan cates... SSFer eae eerene comabnbcanecucceswusentins adcateuthditen 
Original amount of mortgages 
Number repaid in full 
Number foreclosed or conveyed 
Number of active accounts 
Original amount of active accounts 
Outstanding balance 
10. — uired by or assigned to Veterans’ Administration: 
Number acquired 
Original amount 
Number repaid in full 
Nemaber Riese OF CORTON a cnn no nn oneinn: a+ ew cenccecseccnnenuseodeeubssncesue nes s 
Number active accounts 
Original amount of active accounts 
Outstanding balance 
11. General statement of accountability for— 
Appropriated funds disbursed and collections received: 
Total appropriated funds expended (exclusive of 4 percent gratuities and administrative 


Receipts returned or pending return to general fund of Treasury 
Net amount of expenditures to be accounted for 


Accountability for net expenditures: 
Property uired or in process of acquisition 
Loan receiv 
Accounts receivable * 


12, Administrative ex *s and gratuity payments: ¢ 
Salaries, travel, and contractual services 
4 percent gratuities (discontinued Sept. 1, 1953) 


1 Subject to further recovery from the liquidation of securities and repayments. 
? Farm and business. 


3 Includes $26 million in veteran liability accounts, of which $15.8 million had been.referred to General 
Accounting Office as uncollectible by Veterans’ Adm linistration. 
4 Does not include general overhead costs. 
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Veterans’ Administration direct loan program—balance sheet as of Dec. 31, 1955 


ASSETS 


Cash on deposit with Treasury disbursing officers: 
Washington, D. C $43, 429, 020. 23 
Regional offices 103, 645, 359. 74 


Total cash on deposit =... 2. - si s--- oe asus res 
Receivables: 

Direct mortgage loans and advances _ __$412, 801, 293. 15 
Acerued interest on direct mortgage 

361, 605. 32 

Vendee aceounts on property sold 610, 408. 68 
Accrued interest on vendee accounts and 

941. 99 

Veterans liability accounts__.__._..-_- 48, 695. 93 

Miscellaneous—suspense - - - - - - setae tie 1, 987. 81 

Accrued rents on property owned 


Total receivables 
Acquired security: 
Real property owned $330, 818. 00 
Real property in process of acquiring 
32, 055. 85 


Total acquired security 


Total assets 


LIABILITIES 


Loans payable to U. 8. Treasury 

Accrued interest payable to U. 8. Treasury 

Trust liabilities—borrowers’ tax and insurance deposits_---- 

Deposit liabilities—suspended credits: 
Loan application fees_--.....-..-------- $130, 785. 66 
Earnest money deposits on sales 3, 816. 97 
Insurance loss proceeds—direct loans 52, 537. 97 
Cash down payments—direct loans 49, 829. 87 
Construction completion deposits__- -_-- --- 114, 762. 85 
Advanee installment payments on loans... 64, 147. 66 
Miscellaneous 41, 726. 03 


Total deposit liabilities. << - se gee 
Deferred credits—undistributed collections 


Total liabilities 


RESERVE FOR EXPENSES AND LOSSES 


Reserve as of June 30, 1955 $14, 398, 505. 28 
Increase for current fiscal year to date.__ 3, 675, 054. 38 


Total reserve as of Dec. 31, 1955 
Total liabilities and reserve 


$147, 074, 379. 97 


413, 825, 308. 


362, 873. 
561, 262, 562. 


533, 744, 988. 00 
4, 084, 311. 96 
4, 875, 427. 96 


457, 607. 01 
26, 667. 87 


543, 189, 002. 80 


18, 073, 559. 66 
561, 262, 562. 46 
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Status of direct loan program—Cumulative as of Dec. 31, 1966 


. Loan applications: 
Number received 133, 949 
Number referred to Voluntary Home Mortgage Com- 
mittees 14, 510 
4, 521 
Percent of number referred 31. 2 
Number withdrawn or rejected by VA 51, 129 
Number being processed, end of 1955 5, 814 
. Loans made and fully disbursed: 
72, 485 
Original amount $518, 700, 000 
. Loans repaid in full: 


Original amount 
. Loans sold to private investors: 
Number 


Original amount 
. Loans foreclosed or voluntarily conveyed: 
Number 
Percent of total loans made 0. 3 
Original amount $1, 200, 000 
. Loans outstanding, end of 1955: 
63, 276 
Original amount $454, 200, 000 
Current balance 


. Comparative statement of income and expense: 
necome: 
Interest income on direct loans $42, 637, 408 
Gross profit on property sales 35, 973 
Interest income on properties sold 37, 142 
Miscellaneous income 56, 145 


Total income 42, 766, 668 


Expenses and losses: 
Interest expense, U. 8. Treasury advances 
Property management and sales expenses 
Loan closers fees 


Total expenses and losses 
Reserve for expenses and losses 


8. Status of direct loan revolving funds: 
Treasury advances 533, 744, 988 
Direct loan sales 45, 298, 123 
60, 948, 549 


639, 991, 660 


Amount committed (loans closed and in process) 556, 781, 991 
Uncommitted balance 83, 209, 669 


1 Does not include veterans who were referred to VH MCP prior to filing direct loan applications. 


Senator Sparkman. All right, Mr. Mason. If you will come around 
and bring your associates with you. Mr. Mason, will you identify 
your colleagues for the reporter and for our committee too? 
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STATEMENT OF NORMAN P. MASON, COMMISSIONER, ACCOM- 
PANIED BY ALLAN F. THORNTON, DIRECTOR, RESEARCH AND 
STATISTICS DIVISION, AND ROBERT WOLF, GENERAL COUNSEL, 
FEDERAL HOUSING ADMINISTRATION 


Mr. Mason. Yes, sir. Mr. Chairman, I would introduce the 
gentleman on my left as Mr. Robert Wolf, the new General Counsel 
of FHA, who is getting experience today, I would say; and on my 
right Mr. Allan F. Thornton, who is from our research department 
and the backbone of my source of information on statistical matters. 

Senator Carenart. Unfortunately I am going to have to leave. 
I made an appointment for 11 o0’cleck before I realized that we had 
this meeting. But I can and will read your statement in the record, 
if you place it in the record. 

Senator SparKMAN. Do you have any particular questions you 
want to ask? 

Senator Carrnart. I think Mr. Mason covered everything I was 
interested in a few moments ago, except the details, when he said the 
FHA has not cost the American taxpayer 1 penny up to this time. 

Mr. Mason. I think it is interesting too, sir, that we have operated 
some 21 different programs of which 12 are now still in operation, as 
showing the different sort of program we operate from the single type 
of program that the Veterans’ Administration does. 

Senator Carenarr. In other words, all of the 21 programs you have 
operated so far have not cost the taxpayers 1 penny? 

Mr. Mason. That is correct. Yes, sir. 

Senator CarppHarT. Section 608 and all of the sections. 

Mr. Mason. That is right. 

Senator Carrnart. Title I and all of them have not cost the tax- 
payers 1 penny? 

Mr. Mason. And this is because of the excellence of the Congress 
in setting up the proper type of an organization in FHA. This is a 
business type organization and it was planned that way by the 
Congress when it was-set up. 

Senator Carrnarr. If the losses are no more than $450 million then 
in the future it would not cost the taxpayers any money? 

Mr, Mason. Yes. And of course we will have more income. This 
fund grows continually. Under present conditions 

Senator SparkKMAN. Is this not true, Mr. Masen: Not only has it 
not cost anything, but it has actually resulted in a profit to date? 
Because as | understand it the moneys you collect from closing loans, 
and so forth, you pay your administrative expenses out of, and the 
rest of it goes into the Treasury, Am I correct in that? It does not 
become a part of the insurance reserve, does it? . 

Mr. Mason. Oh, yes;it does. We pay our expenses and the balance 
we invest in Government bonds, principally, which are held for us 
— the possibility of future losses. it does not go into the general 
und. 

Senator SparKMAN. You do not turn it into the Treasury? 

Mr. Mason. No. The Treasury has the use of the money because 
we buy Treasury notes and Treasury bonds for investment. Some of 
our income comes from the fact that we do have this sum of money 
invested. That interest adds up.on this score too, as you can see. 

Senator CaprHart. How many FHA mortgages have you guaran- 
teed of every description under all titles, since the beginning? 
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Mr. Mason. The amount is $40 billion, but we will have the num- 
ber of mortgages in a minute. 

Senator Capgenart. The total amount is $40 billion? 

Mr. Mason. Yes. 

Senator CapnHart. Under all titles? 

Mr. Mason. Yes. That includes not only the mortgages but the 
property-improvement loans we have guaranteed also. 

Senator CApEHART. Does that include title I property improvement 
loans? 

Mr. Mason. Yes, sir; it does. 

Mr. THornton. We have had a total of 23 million individual loans. 

Senator CaprHartr. You have had a total of 23 million individual 
loans, but that includes individual title I improvement loans? 

Mr. THornton. That is right. And of that total almost 4 million 
have been home and project mortgage transactions. 

Senator CapeHart. Out of that 4 million have been home loans? 

Mr. Tuornton. Yes. And those 4 million have totaled just under 
$31 billion. 

Senator CapeHArtT. How much, in dollars, have you repossessed? 
Of course, I do not know that we need to go into that because you have 
already testified that the FHA program to date has not cost the Amer- 
ican taxpayers 1 penny. 

Senator SpARKMAN. Senator Capehart, before you go you have a 
folder there. Itisastaff study. It has a great many very interesting 
tables in it. One of the most interesting is the very first one, which 
shows the present status of the 11 active programs. There are 10 
others which have been active in the past and, I suppose, as far as you 
are concerned they are still active because collections and 

Mr. Mason. On most of them they are still active. 

Senator SPARKMAN. But these are going programs? 

Mr. Mason. The ones we can now issue insurance on. 

Senator SpARKMAN, It is a very interesting table. I do not know 
whether something similar to that could be done with the other 10 
programs or not. If so it would be helpful to have it. If it is not 
convenient to do so it would not be necessary. 

Mr. Mason. It could be done and we will furnish it to the staff. 

Senator SPARKMAN. In any event if there is no objection I would 
like to have this staff study made a part of this record, and if there is 
any duplication the two staffs can straighten that out. 

Mr. Mason. I am sure they can. 

(The staff study referred to follows:) 


SUMMARY OF FHA AND VA OPERATIONS, THROUGH OCTOBER 31, 
1955 


The following descriptions identify statutory provisions with respect to the 
various subjects covered, and do not reflect limitations established by the Com- 
missioner pursuant to statutory authority. Illustrative of such Commissioner 
regulations are the maximum allowable interest rates under section 203 and other 
home mortgage-insurance programs, presently established at 44 percent per 
annum; the maximum financing charges permitted on property improvement 
loans insured under section 2, presently established at $5 per $100 for notes of 
$2,500 for terms of 3 years or less, and $4 per $100 for other notes; maximum 
permissible interest for section 207 and other multifamily programs, presently 
set at 4% percent per annum; and maximum loan-value ratios under section 203 
presently established at 88 percent of the first $9,000 of value (93 pereent for 
proposed construction) plus 73 percent of ealue in excess of $9,000. 
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FHA AND 


VA FISCAL STATUS 


Summary of FHA operations under title I, sec. 2 





Total FHA insurance: 
prameper @ mene. ....3.5................- 
Net proceat of Lenene Re OE 
eS a acetic 
vm wf Ammen I iaciniscnkicccrashiwiciend 
Estimated ted outstanding balance: 
pemeeen@r semen... 6... 
Net proceeds of insurance 
Estimated outstan balance. __-_____- 
Claims paid and prope acquired under 
terms of insurance contracts: 
Number of claims paid 
Amount of claims paid._.._...........__- 
Number of properties acquired 
Cost of FHA 
Properties sold: 
Number of properties sold 
Cost of p 
Proceeds 01 


ofit or less: 
on sale of real properties-_-_-—-._.___._- 
Loss on sale of re equipment ____ 
Loss on default title I notes 


rties sold to FHA_.--------- 


Net 


Percent of profit or loss to net proceeds of 
loans ins 


Title I insurance fun 
Reserve for aoe at defaulted ic cnteus a 


Reserve for expenses and future losses --__| 


1 Not available. 


2 Before deductions of $75,022,924 recovered by FHA from mortgagors and $19,442, 


of collection. 





Cumulative | 
as 0 i 1954 
Dec, 31, 1953 
16, 611, 514 1, 506, 480 
$7, 535, 375, 987 | $890, 606, 372 
16, 611, 514 1, 506, 480 
$404 $591 
() (4) 
() () 

| $1, 524, 287,900 |_........._._- 
475, 719 | 47, 487 
$149, 119, 041 $21, 046, 205 
538 4 
$1, 499, 905 $20, 881 
522 13 
$1, 433, 687 $54, 958 

$1, 385, 924 $48, 800 | 
$47, 763 $6, 158 

4 306 Geet t-..4-4..-~3- 

32, 866, 608 6, 040, 565 





39 


| 1955 through | | Cumulative 


} 
| 





Oct. 31 


34, 834 | 
$15, 578, 291 | 


6 
$22, 069 





8 
$37, 041 
$31, 867 


$5, 174 


5 | 4,842,201 


4, 847, 465 





of 
Oct. “31, 1955 





18, 962, 172 


\$8, 957, 779, 238 


18, 962, 17 
$472 


(1) 

(1) 
$1, 111, 872, 986 
558, 040 
| 2 $185, 743, 537 
548 
$1, 542, 855 
543 


$1, 525, 686 
$1, 466, 591 


$59, 095 
4, 305, 331 
43, 749, 464 


48, 113, 890 





—0. 54 





891 of notes in process 
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FHA AND VA FISCAL STATUS 


Summary of FHA operations under title II, sec. 203 


ea 


Cumulative 
1986 1955 through | as of Oct. 31, 
| Oct, 31 | 55 
Pe te ee ae ad 
i 


bia FHA insurance: 


Number of units 

Average insurance per unit 
Estimated outstanding balance: 

Number of loans. 

Face amount of insurance 


Properties acquired under terms of in- 
surance contracts: | 
Number of properties acquired 6, 137 
Cost to FHA $3, 877, 417 | $38, 317, 096 
Properties sold: 
Number of pro - 277 340 5, 622 
Cost of pro — s sold to FHA $2, 219, 023 $2, 988, 674 | $33, 602, 257 
Proceeds o . $2, 067, 125 $2, 775, 041 | $30, 420, 331 
Net profit or ont - properties sold 


lew —$151, 898 | , 63 —$3, 181, 926 
—_— of profit orloss to total insurance 


: 1 —0.02 
Mutual mortgage insurance fund: 
Reserve for loss on acquired proper- 
ties on hand $827, 863 
Reserve for expenses and future 
losses 


1 257, 108, 255 
257, 936, 118 








1 Includes participating reserve of $46,686,475. 
4 Percent. 
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FHA AND VA FISCAL STATUS 


Summary of FHA operations under title II, sec. 207 


ea oe ee ae | | “Th 
| Cumulative | Cumulative 
las of Dec, 31] 1954 | 1956 through las of Oct. 31, 
1953 1955 


Total FHA insurance: 
Number of loans ‘ 618 100 42 760 


Face amount of insurance | $315, 233,443 | $92,927,903 $30, 265, 840 $438, 427, 186 
Number of units 64, 010 | 11, 442 4, 232 79, 684 
Average insurance per unit $4, 925 | , 122 | $7, 152 | $5, 502 
Estimated outstanding balance: 
Number of loans | 266 | : 378 
| $164, 525,947 |.2...__-.-___- $272, 595, 593 
Estimated outstanding balance | $157, 523, 910 aa $262, 696, 880 
Properties acquired and mortgage notes as- 
signed under terms of insurance contracts: 
Number aequired 22 9 32 
Cost to FHA $17, 517, 282 $917, 410 $6, 842, 120 $25, 276, 812 
Fropersins fw Sportage notes sold: 








18 2 20 
Gost to FHA. guvendien -| $15,995, 640 }.....--..-...-| $198, 771 $16, 194, 411 


$201, 400 $16, 301, 286 
Net profit or loss on properties and mortgage 
notes sold _.....-- 4 45 ---- , $106, 875 
Percent of profit or loss to total insurance 
written. 10.02 


Housing insurance fund: 
Reserve for loss on acquired properties on 
hand, sec. 207 and sec. 213 $3, 972, 515 
Reserve for expenses and future losses, 
sec. 207 and sec, 213. ......-.-<.----+--.--|-------------- |«------9-§---- [eewewnsncnndus 5, 357, 738 





! Percent. 
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FHA AND .VA FISCAL STATUS 45 


Summary of FHA operations under title I], sec. 213, projects 





| 


























| Cumulative | | Cumulative 
as of Dec. 31, 1954 | 1955 through |as of Oct. 31, 
1953. | ct. St 1955 
| 
Total FHA insurance: | | 
Noembenos wane. .....%.............5-g..- 145 | 138 21 304 
Face amount of Sunrenee.......-...-2...-- $242, 192,147 | $56, 417, 400 $12, 078,930 | $310, 688, 477 
Nemenre Wee ...-- 5 ~---.------- 2, -- 25, 633 6, 220 | 1, 361 | 33, 214 
Average insurance per unit..____--_- eee. $9, 448 $9, 070 | $8, 875 | $9, 354 
Estimated outstanding balance: | 
Number of loans_._.-...----.------- a ol ics ss. a ae 117 
Face amount of insuramee__-__-----_-.--__- $182,924, 450 |_-.-----_-__- mae Fr 
Estithated outstanding*balance___________- $RB?, 565,286 |-_.----. |... 2. .____..| . SRB 551, 96 
Properties acquired and mortgage notes | | | 
assigned under terms of insurance contracts: 
Numbes eoguired .. -& 4: .............5-5.. 3 |. | 3 
Cost to PHA... -....:..-. pSutinke< Laminated $2, 226, 566 | $2, 001, 331 
Fogg s sold: | | 
Numbenee........4.2.......... $4... weit ey 1 joes ei to 1 
Caste wee .2-2Aie S.... e E aeec se oe e G8, Oy, M7 | -....-@5.4...- | $1, 467, 747 
Proceeds of sales......-......------.-s----- ES 7 en we)... | $1, 529, 150 
Net profit or loss on properties sold _____-.-.._- 2 O68, Ge }.. ck Le $61, 403 
Percent of profit or loss to total insurance | | | 
WH eee hee -< << 05 peitcbatescemcues eee ea A kas Aiea ntaal al 10.02 
Housing insurance fund: | 
Reserve for loss on acquired properties on | | | | 
hand (see title II, sec. 207)...-..___.....| Bee eee Le dact ty sh 
Reserve for expenses and future losses | | | 
(see title II, sec. 207).....-......-._-- re ee oe ee 
| 
) Percent. 
Summary of FHA operations under title II, sec. 213, homes 
Canal, | 1955 eae 
tive as o tive as o 
| Dee. 31, 1954 ate Oct. 31, 
| 1953 = 1955 
—— _ +. — | —_— _-_—__ 
| 
Total FHA insurance: 
Nupnberorioans, ...2- 4 -----.---4d-4 = -- LZ. 11, 793 
Face amount of insurance -..-.-.-.--..-....--..-- $9, 026, 250 |$111, 002, 500 
Nupiiber OPS) ooo 06 tk ss 9-5) 55-2 hee + ~n , 
Average insurance per Gs. «> hee... a S.. $9, 413 
Estimated outstanding balance: 
Number of loans - ------.....--.--- - be edb ee ; 11, 677 
Face amount of insurance -_..................-...-.. |$59, 779, 950 |... ... ; $110, 002, 900 
Estimated outstanding balance_._....-.-.-... .._--- $58, 174, 942 |____. |_...........}$104, 980, 905 
Properties acquired under oftmstirance contracts: 
Nasser ge: Poeun Sagenes. anil se mimeehd Midiinsnae<s 3 9 12 
oT  . tC re éhoutancupeabesanee Leilanaicie tee $26, 525 $88, 67 $115, 204 
Properties sold: 
UI hin. onc kcneeko<snnndbtaceobign on 1 3 6 
Cost of properties sold to FHA.....--.----....-----}22------- ; $10, 800 $49, 545 $60, 345 
ied Aceh pia tani ce er nd coker acces TE $10, 800 $46, 600 $57, 400 
Net profit or loss on properties sold...-..-......-..--- Me sided ida cewcineee —$2, 945 —$2, 945 
Louies oS peatiiay es Se Sete Mseeance WEDGE - ait os. 5 Acts aR op Rieclobiioan : 1 —0, 003 
Housing insurance fund: 
Reserve for loss on acquired properties on hand . 
I ia nian nc aie nies ~asere ws ln deddnans~beewncunacichbescoceceuee- 
Reserve for expenses and future losses (see title 
I ooo tac deca dara OE sch wpten a conchoin Siocka Besvneriesiens | pe 





} Percent. 
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FHA AND VA FISCAL STATUS 


Summary of FHA operations under title II, sec. 220 


As of October 31, 1955, no insurance had been written under this section. 
Section 220, housing insurance fund: Reserve for expenses and future losses, 
$900,289. 


Summary of FHA operations under title II, sec. 221 


As of October 31, 1955, no insurance had been written under this section. 


Section 221, housing insurance fund: Reserve for expenses and future losses, 
$934,332. 


Summary of FHA operations under title II, sec. 222 





Cumula- i 1955 |} Cumula- 
tive as of 1954 i thiow h tive as of 
Dec. 31, | ” g Oct. 31, 


1953 Oct. 31 | 1955 


Total FHA imsurance: | 
SE eee eee ee = 10 4, 621 4, 631 
Face amount of insurance <oiie ote Rains abe ---| $141, “ |$60, 259, 280 $60, 401, 180 
Number of units ‘ <anean 4, 621 4, 631 
Average insurance pe ‘si ‘ . Rapraiap-ninaseadl $14, 10 $13, 040 | $13, 043 

Estimated outstanding balance: 

RL DS ce aca pe ee 4, 624 
Face amount of insurance__.--------_------..--- pana . $60, 305, 380 
Estimated outstanding balance _- 

roperties acquired under terms of insurance contracts:! | 
Number of porperties eee. So Gee ion ; 

Cost to FHA... Te 

Properties sold: ! 

Number of properties sold _............---.-.,----|--------- 

Cost of properties sold to FHA___...........-.---|-- 

EE CI nice tienen arabe nc cd pnsis lens acens-~ des]. 2p 
Net profit or on properties DE is cd nas 4 odes Se it ll dol Elle mpmead 
Percent of profit or loss to total a eh ae Rt, es 

Servicemen’s mortgage insurance fun 
Reserve for loss on acquired properties on hand 
Reserve for expenses and future 





} 
| 
} 
i 





1 None. 


Summary of FHA operations under title VII, sec. 701 


As of October 31, 1955, no insurance had been written under this section. 
5 Housing investment insurance fund: Reserve for expenses and future losses, 
847,396. 
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FHA AND VA FISCAL STATUS 


Summary of FHA operations under title VIIT, sec. 803 


| Cumulative | | 


as of Dee. 31, | 1955 through | Cumulative 


as of Oct. 31, 
95! 


Total FHA insurance: 
Number of loans. - 
Face amount of insurance - 
Number of units ot 
Average insuranee per unit __ 
Estimated outstanding balance: 
Number of loans. - nse del ae §«=6E 
Face amount of insurance _........__...__- ‘ s&s a ; -.-+-----| $655, 164, 371 
Estimated outstanding balance. ‘ | $631, 437, 021 
Properties acquired and mortgage notes as- | 
signed under terms of insurance contracts: 
Number acquired 
Cost to FHA_. 
Properties sold: ! 
Number of properties sold 
Cost of properties sold to FHA-- 
Proceeds of sales 
Net profit or loss on properties sold !_ 
Percent of profit or loss to total insurance 
written ! i 
‘oe services housing mortgage insurance 
un 








Reserve for loss on acquired segue on 
hand 





SumMaRY oF VA OPERATIONS 


Summary of V A operations under loan guarantee program on home loans 


Cumulative 


| Cumulative 
| as of 1954 | mona | as of 
Dec. 31, 1953 | : | Octy 31, 1955 


Total loans guaranteed or insured: 
Number of loans. 
Face amount ofguaranty or insurance -- ieit, 
Number of units- <i 
Average amourit. per unit! eo 
Estimated outstanding balance: 
Number of loans- -___-_- 
Face amount ofguaranty or insurance... 
Outstanding balance _.-_- 

Properties acquired under terms of loan 
contracts: Number of ee ac- 
quired -- stile 

Properties sold: | 

Yumber of pro ee 
Cost of properties until sold___-__-_- 
Proceeds of sales 
Difference between cost and selling 

rice 
Difference between cost and selling 
prices as percent of fact amount of | si 

guaranty or insurance of all loans__. os iment seas antes apna iets CepipS aioli an tgele 0. 45 








' Includes all property sales, of which more than 96 percent were home realty. Data not available as of 
Dec. 31, 1953. 





FHA AND VA FISCAL STATUS 53 


Summary of VA operations under direct loan program 


Cumulative Cumula- 
on of | : 1955 through tive as of 


| Dee. 31, 1953 | Oct. 31 Oct. 31, 1955 


Total loans: 
EY GE WO oi ws nain dns gunsinieos inal 42, 100 14, 525 3, 775 | 70, 400 
Fa¢eamount of loans...._.-_.........---..-.- | $289, 400,000 | $109, 400, 000 . |$503, —. 000 
Number of units. 42, 100 i 3, | 70, 400 
Average loan per unit $6, 875 | $7, 5 4 $7, 145 

Estimated outstanding balance: i 
ER noo Cok aeecubiawcnes 39, 900 61, 500 
Face amount of loans $274, 700, 000 ~~ osttlemnenicicooesnle ean One 
Outstanding balance $257, 100, 000 . ..|$403, 300, 000 

Propterties acquired under terms of loan con- | 

tracts: 
Number of properties acquired 54 | ; 194 
Cost!. SAIS Logan cin | «2 wrd.sicincs and Soa 

Properties sold: | 
Number of properties sold 28 134 
Cost of properties sold i $161, 700 , : | $742, 000 
Proceeds of sales (gross) $159, 400 et ) $721, 000 
Difference between cost and sales proceeds __- ide nanisiciecladl $21, 000 
Difference between cost and sales proceeds 

as percent of face amount of all loans made_ $.0007 | i $. 004 
Reserve for expenses and future losses , 300, | $14, 400, 000 











1 Does riot include exéess of indebtedness over property value at time of acquisition, amounting to $17,255 
as of Dec. 31, 1953, and $46,763 as of Oct. 31, 1955, which have been set up as veteran liability accounts. 


Summary or FHA OpeErRaTIONsS 
FINANCIAL STATUS OF EXPIRED SECTIONS 


Summary of FHA operations under title I, sec. 8 


| Cumula- 1955 | Cumula- 
| tive as of through | tive as of 
| Dee. 31, | , Oct. 31 | Oct-31, 

1953 , ! 1955 


Total FHA insurance: i | 
Number of loans 16, 582 | 
Face amount of insarance------------.-.----------- $81, 853, 750 | 
Number of units i 16, 582 | 
Average insurance per unit ciaehd $4, 936 

Estimated outstanding balance: ' 

‘i 16, 298 | 


Face amount of insurance |$80, 577, 400 
Estimated outstanding balance _- \$77, 110, 685 | 
Properties acquired under terms of insurance contracts: 
Number ofypreperties acquired 57 
Cost to FHA $256, 875 
Properties sold: | i 
Number of properties sold et 7 
Cost of properties sold to FHA -<am $33, 305 
Proceeds of sales pve $33, 150 | 
Net profit or loss on propert —$155 | 
Percent of profit or loss to total insurance written | —. 0002 | 


Title I housing insurance fund: | 
Reserve for loss on acquired pro les on hand _-___|_--- ecest oie i 
Reserve for expenses and future ! ; ‘ i | 2, 059, 338 








NORD occ 2c dilated cic tad ee Sn te lia. 3S Beale age Ee 4 2, 093, 563 


Note.—Sec. 8 of title I was terminated by the Housing Act of 1954. Substantially the same provisions as 
contained in see. 8 are now contained in tftle I, see. 203i. 
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Summary of FHA operations under title VI, sec. 603 (including 603-610) 











| | 
Cumulative | | 1955 Cumulative 
as of Dec. 31, | 1954 | through | as of Oct. 31, 
1953 | Oct. 31 1955 
| | 
j } | 

Total FHA insurance: | 

soos i dbh nae ne eeeeeen GN 8s ain os epcitaccs ceeebeetll 628. 016 

Face amount of insurance -- -- Ss-penepaaeed $3, 661, 320, 761 |--.-.-.-.--- lome aie naniii $3, 661, 320, 761 

Number of units____-......._- SS ae 6085, 104 | iw eg ome ete 8. 695, 164 

Average insurance per unit _- el OY his cep ccndtiechn ces cen ae $5, 267 
Estimated outstanding balance: ! 

Number of loans -- . cahingih eal e OR O08 425 o3eb =< che vee seeeee 277, 698 

Face amount of insurance......____._._______- |$2, 133, 936, 874 _......~. $1, 844, 474, 545 

Estimated outstanding balance __ _.|$1, 768, 704, 602 _-|------------ }$1, 408, 517, 554 
Properties acquired under terms of insurance 

contracts: | 

Number of properties acquired. oi alae 10, 130 | 427 | 7 11, 263 

ONE 00 POA 5 ose. .5 5 5555zs ----------| $64, 587,193 | $4,720, 784 | $6, 274, 826 $75, 582, 803 
Properties sold: } i 

Number of properties sold______...-...-.------ 8, 954 | 290 | 372 9, 616 

Cost of properties sold to FHA......--.---___. $55, 925, 755 | $2, 258,783 | $2,835, 915 $61, 020, 453 

Proceeds of sales - - ~---+---+-----| $58, 438,346 $1, 983, 384 | $2, 320, 820 $57, 742, 550 
Net profit or loss on properties ‘sold_ | $2,487,409 | $275,300 $515,095 $3, 277, 903 
Percent of profit or loss to total insurance written. —.07 Darn earhanels aed —.09 


WAR HOUSING INSURANCE FUND 


Reserve for loss on acquired prepection on hand (see title VI, sec. 608). 
Reserve for expenses and future losses (see title V1, sec. 608) . 


Note.—Section 603, title VI, expired Apr. 30, 1948. 


cena of FHA operations under title wey sec. 608 (including 608-610) 


’ ' 


Cumulative | | 1955 | Cumulative 
as of 1954 Through as of 
| Dee. 31, 1953 | | Oct. 31 Oct. 31, 1955 
Loe he ! é i aoeum Loe SS 
Total FHA insurance: | 
Number of loans i sa aie Saas 7, 068 
Face amount of insurance : ip | $3, 448, ons, 2 |-+- sal .....-.-..|$8, 448, 377, 672 
Number of units s Gon, O08 1... 5...) cc ee 469, 553 
Average insurance per unit. EOE be cian native hcncowall $7, 344 
Estimated outstanding balance: | 3 
ey ae eee eee BD banca stewse vi~nne eee 6. 286 
Face amount of insurance LMR. ~"|$3, 960. O0D, BBB. |. -n occ ili eel .....}$3,126, 961, 025 
Estimated outstanding balance_- so eee on One, OAS |... ~..-sedshsel Wego e $2, 854, 792, 135 
Properties acquired and mortgage notes assigned 
= Son of insurance contracts: ‘a - e dis 
um uired__- oO dei obee i 
Cost to FHA. si ...| $215, 618, 714 joarnee $22, 192,166 | $174, 518, 929 
“p> and moras notes sold: os os 
NS |. US SE OS ee eo See 
Cost to FHA... eel aa eae bee 251, 635 {$15,471,250 | $94,925, 146 
Supe Gee. in... danednenstnt $8,390, 797 | $8, 921, 257 |$10, 064, 816 $27, 376, 870 
Net profit or loss on properties and mortgage 
SR ee Oe a > $188, 536 | —$2,330,378 |—$5,406,434 | —$7, 548, 276 
Percent of profit or loss to total insurance written _- O06 jn. ek sei tak MA 2 —.22 
WAR HOUSING INSURANCE FUND 
Reserve for loss on acquired properties on hand—Sec. 603 and sec. 608..................--..-- $64, 129, 964 
Reserve for expenses and future losses—Sec. 603 and sec. 608_.._......___- sd canted adenine ss 113, 497, 231 
Total. __. wis ne acinnnn Gehan CARESS TUS Caan see pices aa ae 


Norte.—Sec. 608, title VI aie Mar. 1, 1950. 
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Summary of F HA operations under title I X, sec. 9083—Title IX expired Aug. 11, 1955 


| Cumulative | | 1955 Cumula- 
as of Dec. | 95 through | tive as of 
| 31, 1958 | Oct. 31} Oct. 31, 1955 


Sean 
Total FHA insurance: 


Numbér of loans 35, 466. | 18, 2, 675 | 56, 269 

Face amount of insurance |_____. ee -|$310, 621, 300 $17 70, 200, : | $3 . 735, 950 \$508, 647, 550 

Number of units_______._- iewae 40, 471 20, 94: 3. 324 | 64, 740 

Average insurance per unit_. i $7, 675 $8, $8, 344 $7, 857 
Estimated outstanding balance: 

Number of loans. ____-__- soda i | 35, 305 } 52, 784 

Face amount of insurance... _...___- see $309, 115, 900 |__. ..._}$478, 927, 750 

Estimated outstanding balance____- $304, 752, 135 1$460, 721, 515 
Properties acquired under terms of insurance con- 

tracts: 
Number of a pene te ; i 1,712 2, 405 


Cost to FHA-. ; $37, 5, 824, 078 |$14, 776, 984 | $20, 638, 250 
Properties sold: | 


Number of properties sold ___- : 2 229 231 
Cost ea sold to FHA_. ae $1, 997, 209 | $2, 016, 637 
Proceeds of sales ‘ ey $15, $1, 348,550 | $1, 364, 300 
Net profit or loss on properties sold. btn = — $648, 659 — $652, 337 
Percent or profit or loss to total i insurance written.___|_____ ; ; —.13 


NATIONAL DEFENSE HOUSING INSURANCE FUND 


Reserve for loss on acquired = ye verties on hand (see title IX, sec. 908). 
Reserve for,expenses and future losses (see title TX, sec. 908). 


Summary of FHA operations under title 1X, sec. 908—Title 1X expired Aug. 11, 
1956 





Cumula- . Cumula- 
tive as of . tk 1965 h tive as of 
| Dee. 31, wm arougn |: Oct. 31, 


Oct. 31 1955 


Total FHA insurance: | 
Number of loans - 1} 97 
Face amount of insurance ‘ 2 i 923, | $63, 426, 887 
Number of units 4 7 C | 8, 485 
Average insurance per unit p $7,475 
Estimated outstanding balance: 
88 


Face amount of insurance ._-.........-.....-.-.---- : 
Estimated outstanding balance Soba to tee we ee | $50" a7 308 
Properties acquired and mortgage notes assigned under | i 
terms of insurance contracts: 
Number 


Cost of proper thes sold to FHA_.______- 
Proceeds 0 


Net profit or Ge on oa hebedilek sold ! 
Percent of profit or loss to total insurance written ! 


1 None. 
NATIONAL DEFENSE HOUSING INSURANCE FUND 


Reserve for loss on acquired properties on hand—sec. 903 and sec, 908. 
Reserve for expenses and future sec. 903 and sec. 908 


14, 067, 578 


Senator CapeHArt. What is the total amount we have a contigent 
liability on at the moment? 

Mr. Mason. About $20 billion. 

Senator Caprenart. Including title I improvement loans? 

Mr. Mason. Yes, sir. 

Senator CapsHart. About $20 billion, of which you have a $450 
million reserve? 

Mr. Mason. Yes, sir. 
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Senator Capenarr. That is what percentagewise? 

Mr. Tuornron. A little over 2 percent. 

Senator CAPpEHART. A 2-plus percentage reserve. 

Senator SPARKMAN. About 2 and a quarter. 

Senator Capenarr. How much have you actually lost since the 
beginning of the program? 

Mr. THornton. On our Title I program we have had net losses 
of about 1 percent. 

Senator Capesartr. That is improvement loan losses? 

Mr. Tuornton. Those are net losses, after recoveries, on claims 
paid for improvement loans. 

Senator Capenart. You have absorbed those losses up to this time 
out of your reserve, and still have a $450 million reserve left. Is 
that a true statement? 

Mr. THornton. That is correct. 

Senator Capenart. How much in dollars and cents have those 
losses amounted to on all titles? 

Mr. Mason. While he is getting that for you, Senator, besides losses 
sustained we have certain properties we have taken back and not yet 
disposed of. On these we have set aside reserves against that amount 
beyond the $450 million that I spoke about. In the case of title II, 
the home loans, this is 15 percent of the amount outstanding. 

Senator Capenart. What I am trying to get at is this: How long 
has FHA been in business? 

Mr. Mason. What I wanted to make clear is that we have some 
$125 million against property we now have on the books, which is 
besides the $450 million. 

Senator CapeHart. How long has FHA been in operation? 

Mr. Mason. Since 1934. Twenty years ago. 

Senator CaprHart. That is over 21 years. What has been their 
losses? 

Mr. THornvton. Our net losses on real properties we have disposed 
of, excluding title I properties, have been $19,218,000. Those are all 
properties which we have acquired and then disposed of. In addition 
to that $19 million we have reserves for losses on properties which 
we hold, totaling $82 million. This is on the-real properties only. 

Senator CAPEHART. You mean on properties you have repossessed 
and have not yet resold? 

Mr. THornton. Yes. 

Senator Caprxart. How much does that amount to? 

Mr. THornton. That amounts to three-tenths of 1 percent of the 
total amount of insurance we have written. 

Senator SPARKMAN. $82 million? 

Mr. THornton. $82 million, and $19 million, making a total of 
$101 million. 

Senator SPARKMAN. Do I understand correctly that the $450-million 
reserve is over and beyond these properties? 

Mr. THornton. Yes. 

Senator SPARKMAN. The reserves to take care-ef’ these losses have 
already been taken out and the $450 million is net? 

Mr. THornton. Yes. 

Senator Capenart. What I am trying to get at is, you have been 
operating for 21 years. What has been the dollar loss? You have 
$450 million at the moment above whatever that dollar loss was. 
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Now what was that dollar loss? I will put it the other way around. 
How much have you collected since you started in business in fees, 
that is, insurance fees? 

Mr. THornton. That gets a little more complicated. We have 
paid all of our operating expenses out of income too. 

Senator Capenart. | see. What I am trying to find out is, in 21 
years what were your losses? 

Mr. THornton. Our gross losses, including property improvement 
loans and our mortgage insurance programs, have been a total of 
$97 million of realized losses, and $125 million of reserves for losses 
on the combination of properties and notes which we now have on 
hand. 

Senator Carenart. That is a total of $222 million? 

Mr. Tuornton. That is correct. 

Senator Caprrenarr. So in 21 years you have only used up $222 
million in losses and at the moment you have a reserve of $450 million 
to take care of future losses? 

Mr. Tuornton. That is right. After paying all of our operating 
expenses and paying back to the Treasury cash investment in FHA 
programs. 

Senator CareHart. What was that? 

Mr. TxHornton. We paid them back $65 million original invest- 
ment in our program plus about $20 million interest. 

Senator CapeHnart. It would seem as though $450 million is ample 
reserve, would it not? 

Mr. Tuornton. That is, of course, what we are dealing with here. 
We have a number of programs and certain of the programs are 
obviously in a strong position, but some of the smaller programs are 
not in a strong position. 

Senator SparKMAN. In that connection, in 1954 did we combine 
the various insurance programs? 

Mr. Mason. We combimed some of them, sir. 

Senator SparKMAN. Not all of them? 

Mr. Mason. No. 

Senator SparKMAN. Do you still have separate insurance programs? 

Mr. Mason. Yes, we do. 

Senator SparKMAN. On what? I wonder if you could tell us 
briefly what they are. 

Mr. Tuornton. The thing which was done, and I believe it was 
1953 when the first legislation was passed, authorized the FHA to 
transfer assets from one fund to another if needed, which had the 
effect of combining the funds; that is, it made it possible for shifting 
assets so one fund could protect another, but it kept the fund records 
distinct. 

Senator SPARKMAN. You are operating distinct funds? 

Mr. Tuornton. Yes. 

Senator SparKMAN. But still have the right to fortify one with 
the funds from another? 

Mr. Tuornton. That is right. With certain exeeptions. In the 
original legislation we kept section 2, the property improvement 
program, out from shifting funds, and the mutual mortgage insurance 
program, which has the power to pay dividends. We kept it out so 
that no other program can draw on it. ; 
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Mr. Mason. And that is important, that point right there. The 
mutual mortgage insurance fund, which is the biggest program of 
FHA, and the one in which the individual homeowner participates. 

Senator SparKMAN. That is what we call title I1? 

Mr. Mason. That is right. Section 203 is separate and this cannot 
be called upon to pay losses of such a program as the defense housing 
program, for instance, which is a perfectly logical program, but may 
not be such a good insurance risk as the other. 

Senator SpaRKMAN. Have you paid dividends? 

Mr. Mason. Yes, we have; regularly. 

Senator SPARKMAN. When are they paid? 

Mr. Mason. They are paid at the termination of the ‘loan, and 
about $65 million has been paid in dividends. 

Senator Sparkman. They are not paid year by year, but only 
when the loan itself is terminated? 

Mr. Mason. When the loan is cleared up. 

Senator SparKMAN. Satisfactorily terminated? 

Mr. Mason. Yes, sir. Satisfactorily terminated. That is a better 
word. 

Senator Lenman. Is this $450-million reserve a reserve against all? 

Mr. Mason. That is a combination; yes, sir. 

Senator Lesman. A combination? 

Mr. Mason. A combination of reserves; yes, sir. 

Senator Lexman. It would include title 1? 

Mr. Mason. Yes, it would. 

Senator Sparkman. All right, Mr. Mason, go ahead with your 
statement. 

Mr. Mason. Mr. Chairman and members of the committee, in this 
statement we are dealing with so many programs that it becomes a 
rather involved and technical document. 

I have here for your observation and for the record of the subcom- 
mittee a series of tables indicating the extent of insuring operations 
under each of the FHA insurance programs, the year-end status of 
the insurance written under each program, the extent of claims and 
losses paid under each program, and the financial status at the year 
end of the et insurance funds which provide protection for the 
various pro 

(The tables Selecred to follow:) 
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TaBLE 3.—Status of Federal Housing Administration title I insurance program 
Dec. 31, 19656 


{Amounts in thousands of dollars] 





Loans insured _.__ 


mated) 


Cash recoveries....____- 


Estimated future re- 


SOVEGMGL. «chaiactidtbnel 


Total recoveries 





Title I, sec. 2, Prop- 
erty Improvement 
Loans 


= | 
Number | 
’ 


_----ae---| 19,096,577 | 8,945,017 
Balance outstanding (esti- | 


Amount || 





Claims paid less recoveries 


| Claims paid as percent of 


Net claims paid as percent 
of insurance Written (after 








recoveries) ............ Loctite 


Title I, sec, 2, Prop- 
erty Improvement 
Loans 


Amount 
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‘TABLE 4.—Status of Federal Housing Administration manufactured housing 


Loans or mortgages insured 


Insurance contracts terminated: 
Prepaid in full-_.---_- a 


Prepaid by 


Acquired by mortgagee: 


Not transferred to FHA (2) 
Mortgages assigned to FHA (2) 


‘Cost of properties transferred to FHA: 


Total transferred 
On hand 


Sale price of properties sold___............_...._.-- 
Net profit or loss on properties suld__............ 
Total transferred to FHA as percent of insurance 


1 Expired pee 


2 Not a le. 


insurance program, Dec. 31, 1955 


[Amounts in thousands of dollars] 


Title VI, sec. 609, 


Title VI, sec. 1609,! 


1 
manufacturers’ notes purchasers’ notes 


3, 196 | 
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Mr. Mason. With your permission, I should like to call attention 
first to the more important figures on these tables. Subsequently I 
should like to summarize for you the actuarial status of these various 
insurance funds. Before doing this, I should like to just say a word 
about the type of program that FHA is. I am sure the committee 
knows what it is, and perhaps I am treading on bad ground when I 
attempt to tell you something you already know, but we do collect 
fees when we insure loans, we collect premiums during the life of the 
loan, and we have a further source of income on the invested funds 
that we have. Out of these funds the operating expenses of FHA 
are paid and our losses are paid. As I said a bit earlier, we have 
some 21 programs, of which 12 are currently active, if we counted 
correctly on our fingers here a minute ago. When FHA was started 
in 1934, we started with funds which were set aside by the Congress 
for setting up the program, and within the 21 years of our life’ this 
money has been paid back, the $65 million which was allotted te us 
to cover our operating expenses during the first 6 years and to set up 
reserves for losses. We have paid some $20 million of interest to the 
Treasury on this money while we had it. So now we are operating 
wholly within funds which have come to us as a result of fees, premi- 
ums, and interest earned. 

Now to go on with the tables. The first column of table 5 indicates 
that total FHA insurance written by the end of 1955 was $39.8 
billion. Parenthetically, we have since passed the $40 billion mark. 
Tables 1 to 4 show the distribution of this grand total into the various 
home mortgage insurance po on table 1, the project mortgage 
insurance programs on table 2, property improvement loan insurance 
under title I in table 3, and manufactured housing loan insurance in 
table 4. 

On these four tables, a pair of columns is devoted to each program, 
with the volume of insurance written shown at the top of the column. 
The terminations of insurance contracts, by payoff of loans or other- 
wise, are shown in the next group of figures, including a total of all 
terminations to date. Deduction of this total of terminations from 
total insurance written shows the face amount of insured loans still 
outstanding at the year end, labeled on the tables as “Insurance 
Contracts in Force.’’ Deduction of estimated amortization for these 
outstanding loans leaves estimated unpaid balances for these outstand- 
ing loans. 

fae the types of terminations are the cases which are transferred 
to FHA in exchange for debentures or cash payments of claims under 
title I. The costs to FHA of these properties, mortgage notes, and 
defaulted notes, the proceeds from their sale or liquidation and the net 
losses to FHA for properties already sold appear at the bottom of each 
column, including a percentage calculation of total claims paid by 
FHA as a percentage of total msurance written. 

You will note on table 1 that among our home insurance programs 
we have insured nearly $26 billion of mortgages. Under section 203, 
our insurance has exceeded $21 billion, of which a little over one-third 
has been terminated. Properties transferred to FHA under this pro- 
gram constitute two-tenths of 1 percent of the aggregate insurance 
written. More than 90 percent of the 6,200 properties acquired have 
been disposed of, with a net loss of only $3 million, or two one-hun- 
dredths of 1 percent of insurance written. 
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Under section 603 in the war and postwar insurance programs, FHA 
insured over $3.6 billion of home mortgages, over half of which 
are already terminated and substantial amortization has been paid on 
the remaining half. Considering the risks which were expected in the 
war housing programs, FHA acquisitions of only 2 percent of these 
section 603 properties seem very modest. Total losses to the agency 
on the 10,000 properties disposed of, out of 11,000 properties acquired 
under this section 603, have been only $5 million, or fourteen one- 
hundredths of 1 percent of insurance written. 

Our third largest home mortgage program is the title [X defense 
housing program under section 903, with half a billion dollars of 
insurance on 56,000 properties. Although this program is now termi- 
nated, there are still nearly 2,000 units in commitments outstanding. 
Under this program, FHA property acquisitions already exceed 5 
percent of the total amount of insurance written, and more will no 
doubt be acquired in the future. The extent of acquisitions under 
this program and the companion program of section 908 for large- 
scale rental projects—parenthetically, for defense housing—is princi- 
pally ascribable to the fact that the Korean crisis was not further 
extended in either time or magnitude. The extent of acquisitions 
under this program has also been due, however, to failure of the 
Defense Department to keep the Housing and Home Finance Agency 
adequately informed of changes in military base and industrial plan 
programs so that the Housing and Home Finance Agency could 
properly revise programs for na needed for this military or 


industrial activity. I am sure that the committee realizes that while 
this criticism is made here that there are outstanding reasons probably 


why this sort of thing had to exist. The military could not know 
what its future plans might be. They have to prepare for more war 
than they eventually have to face. 

Among the project programs on table 2, nearly $3.5 billion of the $5 
billion total of insurance was written under section 608. By ‘“‘proj- 
ects,’ I mean multifamily housing units. Nearly 10 percent of the 
section 608 imsurance has been terminated, including more than 5 
percent on which FHA has issued debentures in exchange for either 
property titles or assigned mortgages. Losses of some $9 million on 
the projects which have been disposed of amount to nearly one- 
fourth of the FHA investment in those specific projects. 

In other project programs FHA acquisitions have amounted to 
6 percent of the section 207 insurance on $447 million of mortgages, 
six-tenths of 1 percent of the section 213 cooperative project insurance, 
1.4 percent of section 803 insurance totaling $674 million, and over 
10 percent already on the recent section 908 defense housing program. 
No net losses have yet been sustained on FHA sales of properties 
acquired under either section 207 or section 213, but some properties 
are still on hand to be sold. No sales have yet been made for either 
section 803 or section 908 acquisitions. Marketability of both military 
and defense housing acquired by FHA is likely to be very low, so that 
substantial losses can be anticipated for any projects acquired. 

Senator Payne. May I ask a question there? 

Senator SPARKMAN. Senator Payne. 

Senator Payne. I am wondering whether or not it would be possible 
and maybe helpful to the committee if we might have a complete list 
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of the locations and areas where FHA has acquired both military and 
defense housing. 

Mr. Carrer. We have that in the annual report of the subcom- 
mittee, Senate Report 1448. 

Senator SpARKMAN. It is in the annual report that we filed earlier 
in the session. 

Mr. Carrer. The names of the projects and locations and numbers 
of units, and so on. 

Mr. Mason. On table 3 we indicate that $9 billion of property 
improvement loans have been insured under title I, somewhat over 
$1 billion of which were outstanding at the year end. Since 1934, 
cumulative FHA claim payments under title I have totaled 2.1 percent 
of insurance written. After allowance for FHA recoveries on these 
claim payments, net losses have amounted to 1 percent. 

Table 4 summarizes the limited experience with manufactured 
housing loans under the now expired section 609 program. I am sure 
that the committee realizes that this was a program to help manu- 
facturers of prefabricated houses finance their operation, and to help 
the dealers who sold those houses to do that, and that that program 
has expired. 

On table 5 we have organized these numerous insurance programs 
under the eight insurance funds which have outstanding liabilities. 
This table does not enumerate the insurance funds provided for under 
section 220, section 221, or title VII since no insurance has been writ- 
ten under these programs, but the resources of these funds are included 
in the totals at the bottom of the table, as explained in footnote 4. 
In other words, we do have reserves or funds set aside for section 220, 
221, and title VII if we need them. 

Of primary interest on this table is the indication in the third column 
of nearly $450 million of accumulated resources available for losses on 
future property acquisitions. It should be noted that this amount 
excludes some $125 million specifically reserved to cover expected 
maximum losses on properties and mortgages which we already hold 
(see the third to last column of the table) and it also excludes some 
$74 million of unearned premiums held by FHA. I would like just 
to emphasize that besides the $450 million of accumulated reserves 
that we talked about, we have this $125 million, which is what we 
estimate the losses will be on properties which we are now trying to 
dispose of. Of the $450 million aggregate, $265 million in resources 
is held by the mutual mortgage insurance fund of section 203, under 
which program net earnings are paid back to mortgagors. More than 
$64 million has thus far been returned to mortgagors under this pro- 
gram. Forty-four million dollars of resources are in the title I insur- 
- fund, and $115 million in the war housing insurance fund of 
title VI. 

Under the terms of section 219, resources of these various funds 
excepting the mutual mortgage insurance fund, the title 1 fund, and 
the new funds created under sections 221 and 222 may be transferred 
as required among the various funds. I would like to add here that 
under FHA’s programs the mutual maarene insurance fund is a sepa- 
rate fund. It is our largest fund, and the proceeds from it belong in 
part to the people who carry the mortgages on their houses. One of 
the really satisfying parts of the job of the Commissioner is to read 
letters every once in a while from individuals who get payments of 
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$100 or $200 which they had forgotten they were going to ever get. 
The members of this committee might well look at some of those and 
realize the wonderful effect that this program has on the citizens of 
this country when they find out that their Government has really been 
looking after their interests and has earned them something back out 
of what they had paid. 

The last column on this table shows what we consider to be the 
maximum possible loss to each of our funds with respect to properties 
either already sold or properties now in our possession. In general, 
these are conservative estimates, although the title 1X assumptions 
may prove to be optimistic. 

Senator SpARKMAN. Before you move on from there, I was rather 
impressed with the high percentage of section 207 mortgages that you 
had to take over—6 percent. 1 can understand the 10 percent of 
section 908 defense housing. You have given us some reason for that. 
What accounts for the 6 percent on section 207 housing? 

Mr. Mason. Your question is why did we have to take back 6 
percent of these? 

Senator SPARKMAN. Why so high? Is there an explanation? 

Mr. Mason. Mr. Thornton wants to say a word, and then I will. 

Mr. Tuornton. A good share of the section 207 properties which 
we took back were acquired before the war. They were the section 
207’s started soon after 1934 during a time when rental housing, new 
rental housing particularly, was not too marketable. Section 207 was 
then an experimental program, particularly the development of gar- 
den type apartments was an experimental wndertaking at that time. 
The marketability of all of the projects which we insured at that time 
was not always good, and we did acquire, I believe, 18 projects very 
soon after they were initially insured before the war. We were in 
effect bailed out with respect to those projects by the increased 
housing demands during and after the war. 

Senator SPARKMAN. You actually made a profit on them. At least 
I notice the combined sections 207 and 210 show a profit. 

Mr. Tuornton. That is right. 

Senator SpaRKMAN. I was just curious to know why that was such 
a high peccenta. I am glad to have that explanation. 

Mr. Mason. I wanted to say that in the section 207 program as a 
whole there has not been a loss. Is that not right? 

Mr. Tuornron. That is right. 

Mr. Mason. There has been no loss in the program as a whole. 

Senator SparkKMAN. I noticed that. 

Mr. Mason. In other words, economic conditions probably were 
responsible for this, or the lack of acceptance of rental housing. 

nator SPARKMAN. I can easily understand that prior to the war 
you had to repossess some of these properties, but I am glad to know 
that you were able to work them out without a loss. 

Mr. Mason. We are facing now a trend in rental housing outside 
of the large metropolitan areas which indicates that people would 
rather live in single-family houses than in multifamily houses, but in 
our large metropolitan areas this is not true. The reverse is true. 

Up to this point we have been talking about what has actually 
happened, and now we want to talk about the actuarial status of our 
insurance programs. 
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Aside from this record of our actual experience to date, as an 
insurance organization FHA must contemplate what losses it might 
be called upon to bear if a serious economic reversal were to lead to 
many foreclosures and claims to FHA for insurance payments. 
‘Toward this objective, FHA actuaries over the years have accumulated 
both FHA experience and the experience of other lending activities 
in order to gage the maximum burden which might be imposed on our 
reserves in the event of a serious depression. Against this maximum 
prospective burden, the actuaries offset the prospective recoveries 
from acquired properties and the prospective future insurance pre- 
mium coliddhiggls from insurance in force at the time of the depression. 
The deficit between these resources and the maximum burden consti- 
tutes the agency’s reserve requirements. When our available accumu- 
lated surplus for any program equals this estimate of reserve require- 
ments, the program may be considered to be clearly self-sustaining and 
independent of Treasury support. 

The most recent completed appraisal of our reserve position was 
made for the year end of 1954. I have with me reprints of this 
appraisal as summarized in our most recent annual report to the Con- 
gress. The appraisal for the end of 1955 cannot be completed for 
several weeks, but preliminary estimates for the mutual mortgage in- 
surance fund and the war housing insurance fund show some further 
improvement. 

The descriptive text in this reprint explains in some detail the con- 
cept of reserve requirements and the kinds of assumptions made by 
the actuaries as basis for estimating the maximum risks in a program. 
In general, for the section 203 program a maximum depression approxi- 
mately comparable to that of the 1930’s is assumed as a basis for 
appraising the agency’s required reserves. 

Table 35 in the reprint material summarizes the actuarial status of 
our various insurance funds at the end of 1954. Most important in 
the actuarial analysis of our fund status is the fact that the long-term 
home mortgage program under section 203 appears to be oliarty self- 
sustaining. I would say parenthetically that a study has been made 
of this fund by the insurance companies of America through a very 
distinguished member of the research fraternity, and we ee soon 
to have that information to give to this committee. The war housin 
insurance fund covering all title VI activities is well on the way toward 
independence from Treasury support. 

Because the coinsurance provisions of title I had just become effec- 
tive, the 1954 appraisal did not cover this program. Since the re- 
sources of that program were more than would have been required 
by the maximum claim volume in the 1938 recession, the former title I 
program was well protected by resources on hand. The coinsurance 
feature of title I should further assure the adequacy of agency resources 
under this program. 

Since a substantial volume of activity is essential to the dependa- 
bility of risk estimates in insurance operations, there is a possibility 
that such programs as sections 8, 207, 213, 220, 221, 222, and title 
VII may not individually have sufficient resources to cover adminis- 
trative costs and losses. In the gate, however, these programs 
may well have a sufficient volume of activity with better than expected 
experience for one program offsetting adverse experience in another. 
Authority in section 219, which you gave us in 1953, for shifting 
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resources among these funds and other funds, excepting those for 
sections 2, 203, 221, 222, should permit the agency to minimize any 
burdemon the Treasury on account of these operations. 

Distinct from these programs are the operations under title VIII 
and title [LX for FHA insurance of mortgages on military bousing and 
on defense housing. For such programs, actuarial analysis cannot 
provide reliable estimates of probable maximum losses. A continua- 
tion of a substantial defense program may be expected to result in 
more favorable experience for these mortgage insurance activities. 
However, possible changes in defense activities of course provide an 
element of uncertainty in these programs which the actuaries cannot 
be expected to appraise with assurance. 

Senator SpaRKMAN. When you refer to title 1X in the last paragraph 
you mean the defense housing program that we had plus the amend- 
ments of last year? Title VII] was Wherry housing? 

Mr. Mason. Title VIII was Wherry. 

Senator SparKMAN. And we omitted it last year? 

Mr. Mason. Yes, you did. 

Senator Srarkman. Under the amendments you have a guaranty 
from the Defense Department, from the branch of the service con- 
cerned, against the losses on that? 

Mr. Mason. Yes, we have. 

Senator SparkMAN. You did not have that under the Wherry Act? 

Mr. Mason. We did not. 

Senator SpaRKMAN. So your liability there would come from the 
projects already built or already committed? 

Mr. Mason. That is right. 

Senator SparkMAN. Under the Wherry Act? 

Mr, Mason. Yes, sir. 

Senator SparKkMAN. Now, under title IX you never had any 
guaranty either, did you? 

Mr. Mason. No. 

Senator SparKMAN. The only place you had a guaranty was in the 
amendments of last year? 

Mr. Mason. That is correct. 

Senator SparKMAN. Of course, it is quite noticeable that under 
section 908 you have had a very heavy percentage of repossessions— 
10 percent? 

Mr. Mason. Yes. And quite expected, sir, I should say. 

Senator SparKMAN. What is that? 

Mr. Mason. And quite expected, I should say. 

Senator SparKMAN. I suppose, too, the marketability of properties 
taken over there is not too good? 

Mr. Mason. It is not. That was the reason they were built under 
that program in the first place, because there was not an economic 
need in the community for the housing, and these were often built at 
rather isolated places. 

Senator SparKMAN. Senator Payne. 

Senator Payne. Following through on that, I was wondering, in 
addition to those that you have actually acquired, Mr. Mason, as a 
result of further study that has been conducted by the agency, how 
many others do you anticipate there might be on your hands? 

r. Mason. Well, this is a problem. Title IX housing in many 
areas.isysound. I mean it was bound to be sound in some areas. 
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think this depends to a great extent, according to the people that 
have been studying this for me, on the amount of our defense program. 

Senator Payne. And the shifting of activity from one area to 
another area? 

Mr. Mason. Yes, that would be true, but the risk is less if our pro- 
gram is good-sized and there is a need for the manufactured articles. 
Although some of this housing was used in the neighborhood of mili- 
tary establishments, it was largely used in the case of defense plants. 
Now, our current problem is in the atomic energy locations, where we 
did insure these loans, now there is a letdown in the employment, 
and when there is a letdown in employment people move from the 
type of place that the title LX was programed, the small town, into 
the large town. Why they do this, I do not know, because I would 
rather live in a small town. But they will move into Augusta and 
places of that sort, to be nearer work or something, perhaps, and.leave 
us with defense housing in the small towns where it was programed. 

Senator Payne. You indicated previously that there was not en- 
tirely the type of coordination that you would like to have on the 
part of some of the agencies that are directly involved in this. Have 
you noted any stepping up of that coordination? 

Mr. Mason. Under the title VIII program, the current military 
housing program, we have found excellent coordination with the De- 
fense Department, but in the hurry of a war there are so many more 
important things I think than mere housing agencies that they tend 
to put their thoughts there rather than with us. 

Senator Payne. That is all I have. 

Senator SPARKMAN. I want to go back to this $450 million reserve. 
Do you have a flexibility in transfer of insurance funds from one title 
to another, sufficient to make it a sufficient reserve for each of the 
funds? I do not know whether I make myself clear. 

Mr. Mason. Yes, you make yourself very clear. You are asking 
me, for instance, if we have high losses in the defense housing whether 
we will have adequate funds in those reserves to meet that without 
calling on the Treasury Department. 

Senator SpaRKMAN. Yes, or if you have to call on the others, do 
you have sufficient authority to transfer? 

Mr. Tuornton. There are two programs for which we do not have 
authority to transfer funds which do make a difference. 

Senator SpARKMAN. One is title I? 

Mr. Txornton. No, not that one, but sections 221 and 222 are 
small mortgage insurance programs which could get into trouble and 
for which we do not have authority to transfer assets from other 
insurance funds. The title I fund is big enough—that is the property 
improvement loan program, which is big enough by itself to provide 
adequate insurance within itself. I think there is little danger of its 
ever having to call on the Treasury. The same is true for the mutual 
mortgage insurance fund of section 203. Both of these are separate 
from all the other funds. There is no possibility of transfer between 
them and other funds, but they are sufficiently strong, I think, to 
protect themselves. Among the other funds we do have the power 
to shift assets. By far the greatest amount of our resources in these 
other funds is in the war housing imsurance fund of title VI, where 
I think our table shows something like $114 million of resources 
presently, and that is enough in to carry any prospective losses 
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for the foreseeable future. In any other programs, there is certainly 
a possibility if we were to go into a depression immediately, and if we 
were to have substantial property acquisition under all of these other 
funds, excepting title 1 and the MMI fund, that in time we might 
have to call on the Treasury. 

Mr. Mason. The real answer to the Senator’s question is that the 
section 221 fund and the section 222 fund really should have the 
power of transfer in them. 

Senator SPpARKMAN. You mean as between each of them and the 
others? 

Mr. Mason. That is right. 

Mr. Tuornton. Put them in section 219 along with the others. 

Mr. Mason. We are not criticizing anybody more than ourselves, 
but this apparently was overlooked at the time the legislation was 
drawn. 

Senator SPARKMAN. Let me ask you this. Assume that 2% percent 
is a sufficient reserve. I am confident in my own mind that across 
the board it is. But the way it stands it is 2% percent across the whole 
board, not taking into consideration that two of the most substantial 
programs are not transferable. Taking all of the others and leaving 
out those two, what would your percentage of reserve be? 

Mr. THornton. It is a good deal less. Let me do a little figuring. 

Senator SPARKMAN. That is just what I was wondering. It is less 
in those programs where the danger is greater? 

Mr..THornNTON. Yes; that is right. 

Mr. Mason. That is correct. 

"Sdnator SpaARKMAN. Do you have something that you can refer to 
quickly? I do not want you to take any time on it. 

Mr. THornton. Yes, in table 5, one of the three longest ones of the 
photostats you have, column 3 shows the accumulated resources and 
column 2 shows the outstanding balance of insurance in force. We 
can compute rough percentages quickly on those. 

In section 8, you see we have $2% million with $186 million of 
insurance in force, so that is about 14 percent of reserves. 

Mr. Carter. Section 803? 

Mr. THornton. No; section 8, under title 1 housing insurance fund. 
I was starting at the top of the table and coming down, skipping over 
the section 2 program for which there is no transfer of funds permitted, 
and then I will skip the mutual fund, where assets cannot be 
transferred. 

Senator SPARKMAN. What was that percentage? 

Mr. THornton. About 1% percent on section 8. 

-« The housing insurance fund, which covers sections 207 and 213, 
has $5 million of resources and $569 million of insurance in force, so 
that. it: is just under 1 percent reserves there. 

Senator SPARKMAN. That is just under what? 

Mr..TuHornton. Just under | percent. 

The servicemen’s mortgage insurance fund, section 222, has just 
over $1 million of resources with $86 million of insurance in force, so 
that it is a little bit over 1 percent, about 1% percent. 

The war housing insurance fund has $115 million of resources and 
$4 billion $210 million of insurance in force. That is just about 2.7 
percent of protection on the war housing fund. 
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Military housing fund for section 803 has just under $10 million 
of resources and $640 million of insurance in force, and that would be 
about 1% percent reserves. 

The title LX fund, the national defense housing insurance fund, has 
$2,743,000, with $507 million of insurance in force, which is about a 
half a percent of reserve protection. 

I might mention that we already have taken some action to shift 
resources from one fund to another in order to keep these individual 
funds solvent, because we must draw on these individual funds for 
paying our current operating expenses. So we do want to have a cur- 
rent operating balance in each of them. 

Mr. Carter. The accumulated resources, is the total reserve you 
have set aside, apart from reserves for losses which you anticipate? 

Mr. THornton. Yes. That additional reserve is on the same table 
in here, the third to the last column, which shows the reserves which 
we have made for losses on the properties which we have on hand. 

Mr. Carter. You acquire properties and you set aside a reserve 
for those, the anticipated loss of those, and then the balance of the 
reserve is kept in a different status? 

Mr. Tuornton. Yes. 

Mr. Carter. This accumulated resources you have in table 5, is 
that first or second or the total? 

Mr. Tuornton. I am not sure about your terms, first, second, and 
total. It is not the total. It is what is left over after-—— 

Senator SpARKMAN. After you have taken out for these properties. 

Mr. THornton. That is correct. 

Senator SpaARKMAN. In that mutual mortgage insurance fund, do 

read it correctly, that you have $265 million? 

Mr. THornton. That is right. 

Senator SpaRKMAN. As against $12 billion? 

Mr. THornton. Yes. 

Senator SpPARKMAN. What percentage does that give you? 

Mr. THornton. That is a little over 2 percent. 

Senator SPARKMAN. It is notable that every one that you called 
off was low. Where do you get the heavy percentages in order to 
bring it up to this across-the-board 2% percent? 

Mr. Tuornton. I think the resources to get up above 2% percent 
aggregate come from the title I, section 2, fund, which is the property 
improvement program, where we have nearly $44 million of resources 
with $1 billion of insurance in force. That is a reserve of a little 
over 4 percent. 

Senator SparKMAN. A little over 4? It is nearly 10, is it not? 

Mr. Tuornron. Forty-four million, with one billion of insurance 
in force. 

Senator SpARKMAN. I was looking at the wrong figure. Yes, I see 
it now. 

Mr. Tuornton. I think perhaps we have not sufficiently empha- 
sized the fact that a good bit of the protection for the mortgage 
insurance program is in the properties which we will acquire. | 

Senator SpARKMAN. I realize that. Since we were oe this figure 
of 2% percent, I just wanted to see how it was distributed. 
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You said a study had been made by some of the insurance experts. 
Did they give you an opinion as to whether or not the reserves were 
adequate? 

Mr. Mason. They have not yet made their report. All we have is 
scuttlebutt up to date, so that it would not be entirely factual. 

Senator SparkMaN. Do you have any idea when that report will 
be in? 

Mr. Mason. Very soon. Dr. Fisher, who was on your advisory 
committee, is the man who headed up the study, and I am sure he will 
have it very soon. 

Senator SparKMAN. That will be made public, I presume? 

Mr. Mason. Yes, it will. 

Senator Sparkman. Will you supply the committee staff with a 
copy of that? 

Mr. Mason. We will be very happy to. We will be proud to. 

Senator Sparkman. Any further questions? Thank you very much 
We appreciate this, gentlemen. It will be quite helpful to us, and it 
is our hope that we may get out a committee report on this and 
include a great many of these facts and figures. Our staff may be 
consulting with members of your staff for additional information and 
help in compiling it. 

Mr. Mason. Mr. Chairman, do you want this information added 
to the record—the report that we have here? 

Senator SpaRKMAN. We will leave it open and let the staff work 
that out, because the staff has made quite a study itself of a similar 
nature, and we will arrange so that there will be no duplication. 
Thank you very much. 

The committee stands in recess. 

(Whereupon, at 11:58 a. m., the subcommittee was recessed, subject 
to the call of the chairman.) 
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